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No. 1

What an Investing Shareholder Should Know
THE typical stockholder, in whose behalf the sentimental agitators are
waging such vigorous warfare, probably
is the one least worried over the possible
tendency to disenfranchise him. Practically, he is concerned with the extent
and regularity of dividends, with the
safety of his investment, with the exchange value of his stock, and with its
marketability.
Given these, he cares
little whether or not he votes. He will
avoid it if possible, responding usually to
the second request for proxies sent out
by the corporation officials.
The atypical stockholder sends proxies
to no one. He attends the meetings in
person. He makes speeches and protests
often over some insignificant or unimportant matter. He is heard respectfully, his
protest may be recorded, but judging from
outward appearances he might as well
have saved his time and breath.
These illustrations do not apply to cases
wherein the shares are closely held. The
use of shares in such cases is confined generally to gaining advantage in personal
squabbles which develop between factions. No public spirited champions of
democracy are needed in the premises.
The attorneys usually look after the legal
rights of the parties.
The typical shareholder whose interests

are being so zealously conserved is the individual who owns ten shares of "Strumo."
A sorry spectacle he would make of attempting to exercise effectively the proprietary right of voice in the management with which theoretically he becomes
vested by reason of stock ownership.
In modern corporation procedure, theory
and practice often clash; practice usually
wins.
The wrong of non-voting stock, as the
matter is viewed by the average citizen,
lies in the fact that any possibility of
organizing a minority group to the point
of making its voice heard is irretrievably
removed. Natural human pride which
might cause an individual to resent being
denied the right to vote, perhaps would be
conversely affected if the right were to be
extended even though there might be no
practical way of making the right effective.
These ruminations, however, lead to no
solution of the problem.
If there is anything in the idea that
shareholders should have the right to vote,
a new form of stock might be devised
which, while non-voting, ordinarily would
become endowed with that power automatically under certain conditions. Thus,
failure to declare dividends, or to maintain dividend rates already established,
failure to maintain a satisfactory financial
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condition, proposals to issue additional
shares, or other securities, to sell or mortgage property, or to enter into other contracts vitally affecting the life of the corporation, might be just reasons for enfranchising the investing shareholder. In
some instances the enfranchisement would
cover specific matters, and cease until
occasion again required similar action.
In other cases, the duration would depend
upon conditions.
Fundamental to the solution of the
voting problem is the matter of financial
information. A n investing shareholder,
if he is to exercise intelligent judgment,

January

must have frequent and comprehensive
financial data which are known to be
accurate and dependable. The need for
information is the same whether in following his judgment he is moved to attack
the powers that be, or to disappear quietly
from the list of shareholders. He may
have been beguiled into buying non-voting
stock. There is no law which compels him
to retain it. If he is fortunate enough to
own stock which enables him to make his
voting power effective in financial matters,
he must know the financial facts surrounding matters on which he undertakes to act
or to lead others to action.

Shortages and How to Cover Them

A

R G U M E N T has been advanced on
various occasions against the publication of data relating to the perpetration of fraud. This argument is based on
the theory that the publication of such
information might suggest wrong-doing
to someone who otherwise would not have
thought of that possibility.
Another argument has been that the
knowledge of how irregularities are perpetrated and covered is a part of a certified public accountant's stock-in-trade
and therefore it should not be made public.
These arguments and any others like
them fall precipitately in the face of a
demand that no effort be spared to check
the widespread crime-wave that threatens
to undermine the business structure of
the country. It is not enough that accountants understand how fraud is committed and concealed, and how it may be
detected. It will not suffice for accountants to exercise their keenest skill and
constant vigilance in bringing to light the
evil machinations of dishonest individuals
in business. The cooperation of every
honest individual, who has it in his power
to help, is needed. To make this coöperation effective, wider distribution of
knowledge is needed as to the nefarious

schemes employed in stealing and covering
the thefts.
The instalment business, whether economically a blessing or a curse, offers a
fertile field for the practices of the business underworld. This is due to the fact
that the volume of business in a given case
generally is large, the method of payment
requires an infinitude of entries, loose-leaf
records are the only practicable means of
handling the accounts, and the detection
of any irregularities involves an amount
of detail work distasteful to contemplate.
Systems of internal control and check
whereby a proper division of labor is attained offer an effective means of preventing and detecting irregularities in the instalment field as well as in other fields.
But to make a system effective someone
dependable and not an operative under
the system must ascertain at frequent
intervals that the system is being carried
out as planned, and that each individual
is performing only the task to which he is
assigned. Further, it is of paramount importance that the individual operating the
controls should have no opportunity of
handling any funds.
A case in which large embezzlements
and ramified collusions were involved was
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discovered recently. This case serves
admirably to illustrate the necessity for
general cooperation among those who
constitute the honest human element of
business, the need for a carefully planned
accounting system, and beyond everything, the importance of proper supervision over the operation of the system to
the end of obtaining assurance that it is
being operated effectively in the interest
of fraud prevention as well as for the
purpose of having records which will
facilitate the collection of accounts.
The case in question arose in an instalment business where goods were sold on
time, a note and a chattel mortgage were
taken from the customer, and the notes
frequently were discounted at banks. The
office force consisted of five men and one
stenographer. The positions of the five
men were respectively office manager,
general bookkeeper, ledger clerk, cashier,
and collector. There was an up-to-date
system of accounting, installed by certified public accountants, but the office
force was all in one room and the employes
functioned indiscriminately, with little or
no effective supervision, on the various operations of the system.
The embezzlement amounted to approximately $100,000; extended over a period
of two and a half years; and was systematically planned and carried out through the
collusion of five men and one stenographer.
A private set of books was kept by the
embezzlers. Parts of these records were
recovered from them. The remainder they
claimed to have destroyed after they were
discovered. As will be apparent probably
from the description which follows, the
irregularity could not have been effectively
concealed had one person in the group
been honest.
The money taken was in the form of
currency, checks when received from customers being regularly endorsed and deposited, thus leaving no trace of the actual
thefts. The items intercepted represented
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largely accounts paid up in full before
due, although latterly petty instalments
were taken.
The concealment was effected by crediting the individual cards, in order to prevent suspicion or investigation by the credit
man, but without entering the amounts
in the collection register or in the cash
book. This obviously resulted in a balance in the controlling account which was
in excess of the aggregate of balances
taken from the individual cards but this
difference was made up at the end of the
year when an audit was expected by the
preparation and introduction of fictitious
cards and forged notes. The cards were
given the appearance of reality by using
names of former customers, by giving
the card a current contract number, by
giving the opening charge a date late in
the year, and by posting fictitious instalment credits as of the month of December
so as to make the account appear current
as of December 31. Fictitious notes bearing current dates and numbers and proper
amounts were completed by forged signatures of the purported makers and of the
notary by whom customers notes usually
were attested as to the transaction.
In other instances the excess of control
over details was made up in part by using
genuine cards representing accounts actually paid up in December, the genuine
notes, however, being retained instead of
being returned to the customers. The
posting of credits to these accounts was
withheld until after the December balance
had been taken, the stenographer exercising care that no further notices of instalments due were sent to such customers.
During the last year coverage was effected from month to month by the
manipulation of adding machine tapes
through what is known as "plugging."
This operation consists in throwing back
the carriage, depressing the keys to cover
the amount required, registering the
amount in the machine without printing
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the item, restoring the carnage to its
proper place and printing in the total.
Thus, a summary of totals taken from the
various tapes would agree with the balance
shown by the controlling account.
From time to time during the latter part
of the period ending in discovery, current
stealings were covered by "kiting," which
is to say, collections of one day were used
to account for entries and deposits of the
previous day. During the same period
concealment of interceptions was attempted by entering certain collections
and underfooting the cash receipts book
in corresponding amounts.
Discovery resulted when accountants
made a surprise visit and the culprits had
no time to use their customary methods of
concealment. The establishment of the
actual shortage, however, was a long and
laborious task because of the vast amount
of detail involved, of cards which were
missing, and of fictitious cards.
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This case stands out as the worst in the
knowledge of those who have had large
experience in dealing with cases of irregularity. The scheme was diabolically conceived, cleverly executed, and the shortage
was fiendishly concealed. Never so far as
is known have so many employes been
involved in collusion. One honest person
in the group would have frustrated the
operation of the illegitimate plan. One
might say, here was a perfectly good accounting system which went wrong because it was not operated as planned.
The responsibility for the failure was
higher up. It is submitted that the coöperation of "higher-ups" is necessary to
stop the modern tendency to embezzlement and dishonesty. Information concerning shortages and how they are covered should be helpful to corporate officials
and others who wish to meet their responsibilities and cooperate with accountants in this movement.

The Natural Business Year
H E proportion of business organizaTtions
which end their fiscal year on

December 31, as indicated by the results
of a recent investigation, is seventy-two
per cent.
The pressure which accounting firms
annually undergo because of this congestion at the end of the calendar year
has caused professional accountants to
urge a more logical time to close the books
—at the end of the natural business year.
A fiscal year coinciding with the natural
business year would end during that dull
period which follows the heaviest selling
season, ordinarily evidenced by low inventories, low receivables, and a minimum
of borrowings. It is at this time that the
operations of the past year may be most
profitably reviewed and policies formulated for the coming season. This situation is not confined to those industries
which are directly affected by the growing

of crops. Any company having seasonal
fluctuations, that is, which has an annual
recurring of brisk and dull periods at about
the same time each year, should consider
the question of the natural business year.
There are many such industries not directly concerned with the maturing of crops.
Frequently those who use the calendar
year as their business year continue to do
so under the impression that the Federal
income tax law requires that a return be
filed for the calendar year. In view of the
fact that the government permits the
filing of returns for a fiscal year ending on
the last day of any month, a considerable
part of the efforts of accountants advocating the adoption of the natural business
year has necessarily been devoted to
correcting this misconception of the internal revenue law. In addition, accountants have pointed out the advantages accruing to the business concern
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and to the accounting profession in closing
the books at a more logical time than
December 31—possibly, in a few instances
with a little too much emphasis on the
accountant's point of view. The reasoning underlying the natural business year
is fundamentally sound only if it can be
proved that a fiscal year coinciding with
the natural business year will be advantageous to the business itself.
Accountants have probably given more
publicity to the topic of the natural business year than the members of any other
field of business; however, the question is
also an important one to the banker.
Although bankers as a group have not
made any special efforts to call the attention of their customers to the merits and
demerits of adopting the natural business
year, a recent survey of leading bankers'
opinions indicates that bankers are also
vitally interested in the subject.
Whenever the annual statements of a
business concern, which utilizes the services
of bankers, are prepared, a copy, either certified or uncertified, is sent to the banker.
These reports are received and filed in the
credit departments of the banks. With
such a large proportion of corporations
closing their books as of the calendar year,
the credit departments of the banks
throughout the country are congested
with statements the first three months of
the year. By having the financial statements from customers come in according
to the natural closing dates throughout
the year, the banker has a better opportunity to make a fuller review of the statements than is possible when the statements come in at approximately the same
time. With so many statements coming
in during the early months of the year,
it is difficult to analyze and digest the data
as soon as received, which is the natural
inclination. Where statistical information
is kept regarding clients' affairs, the work
could be more carefully handled if distributed throughout the year.
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Moreover, coincident with the filing
of a financial statement, a great many customers deem it an opportune time to make
their borrowing arrangements for the ensuing year. Although the banker watches
the borrower's financial condition throughout the year, it is at statement time that
the principal analysis and study come in.
Revision of credit lines may be necessary
or the banker may desire conferences on
adverse phases. These and various other
essential protective considerations may be
delayed because of the congestion of statements. The painstaking attention that
the statements require compels the credit
officials to operate under high pressure
during the first several months of the year,
all because so many borrowers close their
fiscal period with the calendar year. Certainly the banker would appreciate having
statements coming in at various times
during the year so that he might have
more opportunity to study thoroughly the
affairs of each customer.
Nearly all bankers would like to see two
statements a year from customers; one
when borrowings are at low ebb and the
other when borrowings are at their "peak";
neither of these points necessarily coincides with the calendar year. Where
both statements are not obtainable the
banker prefers the statement when borrowings are at a minimum, supplemented
with information concerning maximum
borrowings. The comparison between the
conditions at these two dates is of utmost
importance to the banker in determining
the character of the loan and how long it
may be needed.
Business concerns which prepare statements during the business lull are able to
make a more favorable showing than those
preparing statements during the active
season. It is perfectly natural to make the
best showing possible for credit purposes.
Bankers have no objection to the preparation of statements at the close of a natural
year's operations because it is a logical
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time to prepare the statements, and the
banker is interested in knowing to what
extent companies can liquidate under
normal conditions. Those companies
which present statements at any other
time are putting themselves at a disadvantage and may even cause themselves
an unnecessary curtailment of credit.
Several bankers call attention to the
fact that many calendar year statements
are "dressed up." The occasion for doing
this "window dressing" is brought about
because the calendar year is probably not
a logical time to close the books for such
concerns. Borrowings are substantially
reduced at an unnatural time in order to
make a more favorable showing during
an active season; this practice slows up business at the end of the calendar year when
business ought to be functioning at its maximum. If statements were prepared at the
logical time, there would be no occasion for
artificial "dressing up."
Many bankers call attention to the fact
that the statements should be presented at
the same time each year for purposes of
comparison. This is to be expected, for
once the fiscal year is determined as the
most advantageous considering the natural
operations of the business, the annual
statements will be made up every twelve
months thereafter. Just as the business
man can analyze statements representing
the results of a natural year's operations
to better advantage, so the banker can
study the individual business more intelligently with the aid of such statements.
It is easier for a banker to measure the
progress of a concern if the statements
over the period of years to be compared
have been drawn off at a time when the
concern's season is over.
Statements
drawn off at any other time are not as
susceptible of analytical comparison.
Some banks prefer statements at the end
of the calendar year to facilitate comparisons with other concerns in the same industry. It seems that the comparisons
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would be more significant if all statements
showed the companies at the same stage
of their seasonal fluctuations—at the conclusion of a natural year's business. The
statements at the end of the calendar year
will show some companies at the end of
their natural fiscal year, some at the peak
of activities, and others at various intermediate stages. The banker extending
credit will have to determine at what stage
the company is in as to its particular seasonal fluctuations and hence go through an
additional process for each concern desiring
a loan. Each balance sheet will be a picture
of a business at a different stage of the
annual cycle, which makes any comparisons confusing. Statements could be more
advantageously compared if each was
prepared at the natural year-end of the
particular business even though the balance sheets were prepared at different
dates. The significant factor is that one
year's operations are compared with another year's operations; it is more logical
that the year's results to be compared
should comprise one natural season rather
than parts of two different seasons.
That the fiscal year of each individual
company should be the same throughout
the particular industry is the preference
indicated by bankers, although the closings
of the fiscal years of the various industries
would be spread out through the year.
This uniformity of fiscal years in each industry would be highly desirable and ideal
but unfortunately it is not the most logical
for all concerns in all industries. In some
lines a fiscal year closing could be ascertained which would be suitable for all concerned, but there are other industries in
which seasonal fluctuations of one geographical district do not coincide with
some other section of the country. We
would then have the same situation on a
smaller scale that we have now with
calendar year closings, in that no single
date can be selected which is logical for
all concerns in the same industry. In
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industries which have selling seasons which
differ in the various parts of the country,
it is more important that each individual
concern choose the most advantageous
date to end the fiscal year than that all
concerns in the particular industry should
use the same date. Rather than standardize the fiscal year of an industry, the
principle of the natural business year
should be applied to the individual companies which make up that industry.
The most intelligent comparisons concerning an industry may be made by comparing the results of a natural year's
operations regardless of the specific dates
as of which the statements may be made
up.
Bankers have certain services to offer
to business concerns and quite often the
bankers have no preference as to when the
statements come in; each individual business concern is allowed to decide for itself.

C
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There is probably nothing fundamental
which makes it mandatory that the banker
should have statements prepared at the
end of logical fiscal years. However, the
services of the bankers may be given with
greater advantage to both the banker and
corporation on statements prepared at the
end of the natural business year. The
whole financial structure of our country is
dependent upon the most accurate credit
information which can be secured. It is
manifestly better that the financial statements be analyzed promptly and thoroughly, which is possible only by having
customers' reports distributed throughout
the year. It is entirely conceivable that a
greater number of corporations would
adopt the natural business year for their
fiscal year in preference to the calendar
year if they knew that bankers as well as
accountants would have no objection but
looked with favor upon such a change.

Transfers of Funds to Trustees and Accounting Therefor

O N S E R V A T I V E accounting theory right against the corporation rather than
has consistently held that funds against the trustee. In the event that a
turned over by a corporation to a trustee trust company as trustee should fail (and
to redeem bonds or to pay interest cou- some did in the panic of 1907) after having
pons or dividends should be shown on the received corporate funds to discharge cerbalance sheet of the company as an asset tain liabilities, the creditors entitled to reoffset by the corresponding liability. Pro- ceive payment would not be limited to
fessional accountants have quite rigidly proceeding against the trustee but could
held to this theory in their practice. How- look to the corporation for payment.
ever, because of conflicting legal opinions,
Instances have come up, however, where
what was heretofore thought to be estab- corporation attorneys objected to showing
lished accounting procedure may become a liability for bonds outstanding when the
an addition to the present list of unsettled company had deposited an equivalent
questions before the profession.
amount with a trust company, stating that
Correct accounting for the transfer of the liability of the company was discorporate funds to trustees must neces- charged at the time such funds were turned
sarily depend upon the law involved. The over to the trust company.
accountant's treatment of the problem is
On one occasion the trust agreement
based on the theory that the liability of the contained a special provision concerning
corporation is not discharged at the time the discharge of the corporation's liability,
the funds are transferred to the trustee, as follows:
that the trustee acts as agent for the cor"The deposit with the trustee of the
poration, and that the creditors have a sums necessary to pay said notes and
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coupons, as aforesaid, shall as to the company, amount to a payment thereof, and
shall discharge the liability of the company
thereon. . . ."
The attorneys took a somewhat similar
position in another case with regard to the
transfer of funds for dividend purposes.
They made strong representations against
showing a dividend payable on the balance
sheet when funds had been transferred to
the fiscal agent for disbursement on account of the dividend.
In the absence of a specific provision in
the mortgage, the solution would seem to
depend upon the question of agency.
Some hold that the trustee is the agent
of the corporation; others say that the
trustee acts as agent for the bondholders.
Unless there is a provision, either in the
bond or mortgage, authorizing the corporation to turn funds over to the trustee
to pay interest or principal, it seems quite
evident that the trustee would be acting
as agent for the corporation, and payments by the corporation to the trustee
could hardly be held to discharge its
liability to the bondholders.
Then again it is entirely possible that
the legal conception of considering the
liability of the corporation discharged at
the time the funds are transferred is based
on the practice of trust companies, in view
of the fact that the latter are relieved of
accounting to corporations for the specific
disbursement of funds. Whether it is the
view of a majority of trust companies or
not, it is known that there are some that
consider it unnecessary for a company to
show unpaid bonds as a liability when the
funds are in the hands of the trust company.
There are many cases of corporations
including in the balance sheet from year
to year a liability for bonds which have
matured ten, twenty, or even thirty years
ago, the funds turned over to the trustee
at that time being carried as an asset. It
would be advantageous to both the trust
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company and the corporation if it were
legally possible to eliminate such situations
on the books.
As to whether or not the cash in the
hands of trustees should be shown as an
asset offset by the corresponding liability
for matured bonds, accountants must wait
until the question is decided in law. In
the meantime, since each instance would
be dependent upon the exact wording of
the provisions in the trust indenture in
question, there is good reason for holding
to the position that, unless there is a
specific provision to the contrary, the
liability of a corporation is not discharged
at the time funds are turned over to a
trustee to redeem matured bonds. Sound
accounting theory, therefore, would call
for showing on the balance sheet the
liability for matured bonds outstanding
along with cash in the hands of trustees as
an asset.

News Items
Mr. Kracke returned to Europe on
November 24, on the S.S. George Washington, to resume supervision of our practice
in Germany.
Mr. R. C. Reik, resident partner at our
Buffalo office, recently has received the
C. P. A . certificates of the States of Missouri and North Carolina.
Mr. P. P. Rossman has been appointed a
manager of our New York Broad Street
office, effective January 1, 1927.
Mr. S. B. Stevenson has been appointed
a manager of our New York Thirty-ninth
Street office, as of January 1, 1927.
Mr. P. C. Jennings has been appointed
assistant manager of our Pittsburgh office,
effective January 1, 1927.
PRESS OF WILLIAM GREEN, NEW YORK
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No. 2

The Joy of Accomplishment
THE busiest man often is the man who
has time for one more thing. His is
the will to stretch his capacity for work
as occasion demands. Capacity in most
cases seems to be a matter of physical endurance and disposition.
A prominent physician once said that
no other machine in the world, under like
circumstances of attention received, gives
such good service as the human body.
While this may be a fact it should not
constitute sufficient reason for gambling
on the endurance possibilities of nature.
Melvil Dewey's philosophy is more to
the point. Dewey's theory is that hard
work never will hurt any person provided
that person does not continue at work too
long without interruption.
What with all the notions and observations concerning human behavior, it is
recognized generally that physical endurance comes of adequate rest of the right
sort, proper food taken in moderation,
and physical exercise, even though the
amount is limited.
But something more than physical
ability is needed for that added piece of
work. The picturesque darky who suns
himself on a bale of cotton usually has
plenty of physical ability. His difficulty

is that the sweetness of life would disappear
entirely if he were required to exercise it.
The force that does the extra job, or that
accomplishes the unusually difficult task, is
generated by the will. With the inclination to do, the intelligent individual usually
finds a way. It may not be Galbraith's
"one best way," but it is a way. In this
process, temperament plays an important
part. The disposition to undertake, and do
it cheerfully, is second only to the will to
accomplish. The man who believes he
can work out of a complicated situation is
the man who is likely to succeed.
The busy season for the accountant is
a season of drive for everyone concerned.
It is a season when pleasure, recreation,
and the ordinary diversions have to go by
the board; when everything has to be
subordinated to work. If during this season the accountant is required to have
added physical stamina, it is well that he
should give heed to his rest and food and
exercise. If he is required to play a part
of good nature under trying circumstances, let him cultivate cheerfulness and
poise.
The ability of the accountancy profession to respond to the seemingly impossible
is measured by the ability and capacity
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of its members. If devotion to a cause
necessitates some discomfort and added
hard work during a certain season of the
year, these obligations have to be met
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cheerfully even though their fulfilment
involves some personal sacrifice. There is
no keener joy than the joy of accomplishment.

Holding Company Accounting

I

N a country where industrial expansion
has occurred in unparalleled fashion,
especially in corporate form, and in a
generation which has seen the development of the automobile, aeroplane, radio,
etc., until new inventions merely form a
part of the day's news, it is no small wonder that the rapid growth of the holding
company should be accepted as naturally
as the growth of a single child in a large
family. The many advantages attending
the use of the holding company device,
principally in the functions of management and finance, have given this form of
organization a secure place in the industrial world. The chances are it will be
displaced only by a more advantageous
type of business organization; not by legal
restraint. In the public utility field alone
approximately seventy per cent of the
billions of dollars invested in electric, gas,
street and interurban railway companies
is controlled by holding companies and
their subsidiaries.
In contrast to the rather well established
procedure in most phases of corporate
accounting, there is as yet no standard
form of accounting for holding companies.
Operating companies in the public utility
field ordinarily follow lines prescribed by
regulatory bodies; however, pure holding
companies in the utility field may employ
different methods of accounting in preparing their annual reports.
A holding company is a legal entity in
that, in the absence of fraud, a right of
action against a subsidiary company cannot
be enforced against the parent company,
and vice versa. From the legal point of
view, therefore, the balance sheet of the
holding company by itself would suffice.

However, looking beyond the legal fiction
of the separate corporate entities and viewing the related companies as a single
organization, it becomes desirable from a
business point of view to have information
in addition to that contained in the balance sheet of the holding company.
There are three principal methods which
are used to present such information concerning the subsidiaries: (1) to submit
statements of each subsidiary individually;
(2) to submit combined statements of the
holding company and all subsidiaries;
(3) to submit consolidated statements of
the holding company and all subsidiaries.
The first method is feasible only where
the number of subsidiaries is very small.
Advantage lies in the fact that individual
analysis permits of discerning the weak
members of the group. Where there are
many related companies, however, it would
be difficult to visualize the situation as a
whole by viewing a large number of individual financial statements.
Combined statements of the holding
company and all subsidiaries sometimes
are prepared to show total investments,
but such statements are inclined to be misleading. A combined statement merely
shows the aggregate, without elimination,
of the intercompany balances according to
the individual statements of the related
companies. A consolidated statement includes the total of the holding company
figures and all subsidiaries with proper
elimination of intercompany items. It is
doubtful as to what proportion of prospective investors are aware of this distinction between a combined and a consolidated statement. In one instance the
combined net income, as exhibited in the
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prospectus of a company, exceeded the
consolidated net income by more than
thirty per cent. The combined net income
in this case included the net income of
company A and dividends of company A
taken up as income of company B.
Consolidated statements are by far the
kind most commonly used in the United
States. Business men at first were reluctant to adopt them, but the example
set by some of the larger and more important holding companies led others to
follow in their footsteps. The value of
consolidated statements as a means of
portraying the financial condition and
operations of a corporation having large
interests in subsidiaries readily became apparent, and it was not long before the New
York Stock Exchange required the filing of
consolidated balance sheets. Later the
Federal Reserve Board indorsed the use of
consolidated statements by parent companies applying to members of its system
for credit. Eventually the Federal income
tax laws recognized the necessity of adopting the principle of consolidation as applied
to financial statements and provided for
consolidated returns.
The consolidated balance sheet is very
seldom used in England, or, in fact, in any
part of Europe. The holding company,
and each of its subsidiaries which is a public company, publishes a "legal" balance
sheet as required by law. Not only are
directors in British corporations reluctant
about making known any additional information, but many company officials
consider it improper for a holding company to incorporate the assets and liabilities of subsidiaries in its balance sheet
when they are not legally the assets or
liabilities of the holding company. Shareholders are fortunate if they know the
names of subsidiary companies, so that
they may obtain further information from
the separate balance sheets. Even this is
not possible if the subsidiaries are private
companies.
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In case a consolidated balance sheet is
not prepared it is desirable that investments in subsidiaries be shown separately
in the parent company's balance sheet
rather than under the general heading of
Investments. This adds clearness to the
situation, since the investments in subsidiaries are fixed assets while other investments may be current. Similarly any liabilities of the parent company to subsidiaries should be set out separately.
Cost of acquisition is a basis generally
used in the valuation for balance sheet
purposes of a holding company's interests
in subsidiaries. But occasionally the losses
of some of the subsidiaries since the date
of acquisition exceed the undistributed
profits of the more successful subsidiaries.
If the parent company makes no provision
for this loss, the investment in subsidiaries
as shown on the balance sheet does not
represent the true state of affairs. In
practice, some companies take up 100%
of such losses rather than the proportionate share applicable to its stock holdings. This procedure is supported on the
grounds of conservatism, but nowadays,
when undervaluations are more common
than formerly, the secret reserve which
thus may be created also is to be avoided.
The true situation should be presented
and in view of the fact that subsidiary
losses decrease the value of stock held by
the minority as well as the parent company,
it should not be considered obligatory for
the holding company to assume all such
losses.
The cost of acquisition, whether more
or less than the book value according
to the subsidiary's accounts, should include all undistributed profits earned prior
to the date of acquisition. Dividends paid
out of subsequent earnings should be
credited to income by the parent company.
Although a dividend may be declared
legally out of "purchased" profits of the
subsidiary, to the parent company it is a
return of assets previously paid for; hence,
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the investment account of the parent company should be reduced accordingly.
It has been stated that profits of a
subsidiary should not be used as a basis
for the declaration of dividends by the
holding company beyond the extent to
which such profits have been actually distributed as dividends by the subsidiary.
But this does not go far enough. In one
instance the parent company A owned
the entire capital stock of subsidiaries
B and C. B made a substantial profit
and declared a dividend thereon. C suffered a loss so that the condition of the
organization in its entirety as represented
by consolidated statements did not warrant the payment of a dividend. Nevertheless A ignored the loss of C, took up
the dividend from B as income and declared a dividend out of the resulting
profit. The principle that a holding company may distribute dividends to its stockholders to the extent that dividends are
received from subsidiaries is. appropriate,
therefore, only when the amount distributed does not exceed the net aggregate
profits of the subsidiaries.
Contrary to the legal axiom that dividends do not accrue but become payable
only when declared, holding companies
frequently accrue dividends on preferred
stock. They base this practice on the
theory that the investments are sound and
the dividends regular. The fact that a
purchaser of preferred stock in the market
frequently is charged an additional amount
for accrued dividends indicates that the
distinction between preferred stock and
bonds is gradually diminishing.
It is easy to state in theory that consolidated statements should embrace the
holding company and all its subsidiaries,

I
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but some nice questions arise in the application of that principle in practice.
What determines whether a related company should be consolidated? At one
time ownership of 75% or more of the capital stock was. considered necessary. If
effective control of policy is to be the basis,
not even 51% is necessary, for many corporations with diversified stock ownership
are controlled by interests holding 35%
of the common stock. Nor does the problem end here. Suppose a subsidiary controlled by 40% stock ownership was in
turn a holding company and directed the
policy of other subsidiaries and minor
holding companies with a partial ownership of stock. Within what bounds should
the major holding company be restricted
in the inclusion of subsidiaries in consolidated statements? Apparently this
is one direction in which the use of
consolidated statements needs to be
limited.
The development of consolidated statements was brought about by the demand
for further information regarding the true
situation. Every effort should be made
to have the use of such statements retained
for that purpose, avoiding wherever possible the shielding of questionable practices. The fact that holding companies
may legally do things which are financially
unsound and detrimental to the interests of
some investor or creditor, necessitates
vigilance and rigid application of sound
principles of accounting and finance on the
part of those entrusted with the affairs
of holding companies. It is to be hoped
that holding companies will keep in step
with the ever-increasing tendency to publish full information concerning corporate
affairs.

Investment Trusts

N V E S T M E N T trusts, which have had
an important place in the development of British finance during the past

fifty years, have only in the last decade
received the attention of financiers in
America. The rapid rise of the United
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States to its present influential position
in world finance and the increasing tendency of the average American to invest
in securities of some form or other, have
given considerable impetus to the formation and growth of investment trusts in
this country.
By means of the investment trust, the
combined funds of many investors are
utilized to purchase a wide variety of
securities. Safety of principal is attained
through diversification, while the individual investor is relieved of the responsibility of watching the several investments.
The investment portfolio is so managed
that in addition to a good average yield
in interest and dividends on securities,
capital gains may be realized through a
proper turnover policy, with a minimum
of capital losses.
Many of the investment trusts in the
United States have been organized along
lines similar to those followed by the older
British investment trusts. Some of these
trusts have issued preferred stocks and
bonds in addition to common stock.
These securities may be purchased or sold
at current market values just as those of
corporations in other fields. The success
of the English companies is due primarily
to the fact that they issued their perpetual debenture stock and preference
shares at a time when money was cheap.
The holders of common shares, therefore,
have received the benefit of the surplus
earnings on the capital provided by the
holders of the other two classes of securities.
There is a tendency in America, however, to put all of the contributors to the
investment fund in the same class. Participating certificates or beneficiary shares
which are non-transferable are issued.
The holder of a certificate of this character
has a proportionate interest in the total
value of the fund. He may withdraw from
the joint fund at any time and receive, in
cash, an amount equivalent to the market
value of his share of the joint investment.
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One investment trust of the latter type
which is organized for the purpose of
affording investors the advantage and
protection of sound investment management, is conducted on the principle that
to invest in a diversified group of good
common stocks is the wisest policy. The
fund is managed by a company incorporated for that purpose for an annual
fee of one-half per cent of the total value
of the investment fund. While the portfolio of many investment trusts may include several hundred different securities,
this company, to permit effective supervision, is limited to twenty common stocks.
Not more than 10% of the fund may be
invested in the securities of any single corporation nor may more than 10% of the
• total stock of a corporation be controlled by
the company managing the investment
fund. The total value of the assets in the
fund is determined each day by adding
to the cash and loans, the market value
of the securities held on the basis of closing quotations. A certificate holder may
ascertain the value of his shares on any
day in case he wishes to withdraw his
proportionate interest in cash or perhaps
negotiate a loan through his banker,
giving his certificate as collateral.
The majority of investment trusts, however, are not operated in such a restrictive
manner. British investment trusts frequently underwrite new issues of securities
which are sound, holding them until their
true worth is reflected in market values.
Whether or not investment trusts in the
United States will take an active part in
the field of financing is problematical.
Their directors frequently have considerable freedom in making foreign investments, thereby promoting foreign credit
through the export of capital which otherwise would not be exported if the initiative
were left to individual investors. It is
through the operation of the investment
trust that the small investor may become
influential in the financial world, whether

14

HASKINS & SELLS

the capital is used to encourage foreign
trade or is invested in domestic enterprises which are fundamentally sound.
The success of an investment trust rests
primarily in the management of the portfolio. The personnel of the management,
therefore, is of paramount importance.
In addition to the necessity for opportune
purchasing and selling of securities, it is
essential that the fund be augmented
through reinvested earnings. A reserve
built up in this manner at compound
interest will permit the payment of substantially increased dividends in later
years.
Although special emphasis is made of
the advantages of investment trusts to
small investors, the investment trust, if
properly managed, affords an opportunity
to any one desiring to be relieved of the
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burdens of supervising his investments to
obtain safety of principal through diversification, a good average yield, and marketability. The difficulties which endowed
institutions and others in charge of trust
funds have incurred in maintaining the
principal in the face of a depreciating
currency call for careful investigation
by trustees in general as to the long
term investment possibilities of investment trusts.
Those persons who for one reason or
another have developed a keen interest
in investment trusts are referred to Investment Trust Organization and Management, by Dr. Leland Rex Robinson, which
so far is the only book in American literature which attempts to give a comprehensive discussion of the problems arising
in the operations of investment trusts.

Insurance On theLives of Executives

I

N an effort to minimize possible losses
a business organization ordinarily carries insurance to provide against losses
from fire, water, cyclone, theft, accident,
and other hazards. But to limit insurance
to the conservation of tangible assets is
only partial protection. The success of an
enterprise often is due principally to the
ability of the executives who have the
direction of the resources at their disposal.
That a business organization may suffer a
loss through the death of an executive is
no longer questioned. The rule that the
beneficiary has an "insurable interest"
only when he is a near relative or a dependent has been discarded. It is not
only permissible but expedient that a company should protect itself against the loss
of a highly valued executive.
So-called "business insurance" is a particular application of the principle of
security against loss through distribution
of risk which is embodied in every form of
insurance. Its function is to indemnify
the business concern against the loss of

earning power of an important officer in a
manner similar to the protection given
to a man's family of life insurance. That
earning power may be founded on various
qualities, such as peculiar managerial
ability, technical knowledge, or character.
That a fire will occur before the useful life
of a building ceases is problematical, but
that an individual will die some time is
certain. If the former type of contingency
warrants insuring, certainly the latter does.
The stupendous valuations which are
frequently (and legitimately) attributed
to good-will in many instances reflect the
earning power of executive brains. It is
only logical that the income from goodwill be protected as well as the returns
from any tangible asset.
Business insurance is applicable to any
type of organization, whether it be single
proprietorship, co-partnership, or corporation. The man who is in business for
himself may be solely responsible for the
success of his business. He may wish to
protect his family against his premature

Bulletin

HASKINS & SELLS

death, especially if he is making a venture
of a speculative nature which he feels sure
of carrying through should he live.
In the case of co-partnerships or close
corporations insurance is one of the best
ways to create a fund to purchase the
decedent's interest upon the death of any
member. In this way stock of a corporation may be purchased which would otherwise become inactive in the hands of those
who are interested only in dividends. It
may be desirable to prevent the decedent's
heirs from interfering with the management of the business.
It is not uncommon to hear a banker
remark that the best security for a loan is
the character of the borrower. Because of
this fact business insurance may function
as a promoter and stabilizer of credit.
When large sums are lent to persons
whose principal assets are character and
ability, it is to the interest of both borrower
and lender to avert a financial catastrophe
by means of business insurance should
death occur before the completion of the
project. Considering the large proportion
of business which is carried on a credit
basis, it is natural that bankers should
insist that insurance be provided whenever success is contingent upon the life of
any individual.
It is unfortunate that there is no definite
basis to determine the value to be placed
on the services of an executive. Although
personal life insurance has been obtainable for many years, in the absence of
reliable data such policies have been purchased in arbitrary amounts. Only during
the past year have statisticians determined the economic value of human life.
The present value of a man's future personal expenses is deducted from the present
value of his future earnings to give the present value of his future net earnings, or the
amount for which he should be insured to
protect fully his dependents in case of his
death. For example, the economic value
of a man at age thirty whose maximum
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salary will be 35,000 a year is estimated to
be 348,562. It is to be hoped that further
statistical research will result in the determination of a satisfactory basis for estimating the value of executives to a corporation.
Different kinds of policies available for
personal life insurance also are available
as business insurance. In nearly all cases
there is a form of policy to meet the
specific needs. The ordinary life policy is
the most popular where insurance is to be
retained for any length of time. The investment features of endowment policies
serve no particular purpose as business
insurance to a corporation. The additional
funds may be more profitably invested
elsewhere. Where insurance is desired for
a limited time while a specific project is
being completed, term insurance is appropriate. This form of insurance provides the largest protection for the least
outlay. It may be had from year to year
or for a term of years. However, it becomes expensive if carried to advanced
ages. Funds may be borrowed on any type
of policy, except term insurance, to the extent that there exists a cash surrender value.
Business insurance, therefore, fulfills an
economic need. Insuring the lives of important executives so that sudden casualties will cause as little disturbance in
industry as possible is one of the many
progressive steps which American business enterprise has taken.
Book Review
Foster, William T., and Catchings, Waddill, Profits. (Boston and New York,
Houghton Mifflin Company, 1925. 465 p.)
On the theory that the problems of our
industrial order as it is today are involved
in the money economy and profit economy
which we live in, and probably must continue to live in, the authors have followed
an earlier volume on "Money" with the
present work on "Profits."
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The first half of the book is devoted to a
partial justification of our money and
profits system, wherein it is pointed out that
the profit incentive is probably the most
satisfactory motive for individual effort and
initiative; that profits and losses are a
necessary result of the business risks which
are inherent in a progressive society; and
that competition must remain in our
economic order, together with security of
private property. The last part deals with
adverse criticisms of our economic system
demonstrating, among other things, that
the present money and profit economy does
not enable consumers, year in and year out,
to obtain the required money to buy goods
quite as rapidly as they are produced,
which is necessary to attain the desired
economic aim of constantly advancing the
material well-being of the people generally;
and that there is consequently no possibility of sustained economic progress, and
extreme alternations of prosperity and depression are inevitable.
It is contended that consumer buying
does not keep pace with production for two
reasons: first, because approximately onehalf of all industrial profits are invested in
increasing production rather than disbursed to consumers to buy the goods
already produced; second, because consumers, under the necessity of saving,
cannot spend even as much money as they
receive. Dollars saved instead of spent are
used to a large extent for the production of
more goods, thereby increasing the difference between production and consumption.
One of the more important factors which
tends to make up for the deficit in consumer buying is the expansion of the
volume of money. However, the money is
expanded mainly to facilitate the production, rather than the consumption of goods,
and the goods must be sold to consumers
for more money than the expansion has
provided.
Although the authors analyze and discuss
the problems without offering a solution,
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the general statement is made that our
greatest economic need to sustain a forward movement in business is adequate
consumer purchasing power. This contemplates a flow of money to consumers
which, after providing for savings, would
always be approximately equal to the flow
of finished goods.
The book differs from the average discussion of economic principles in that the
terminology used is well adapted for those
who are more practical minded. It is one
of a series of publications of the Pollak
Foundation for Economic Research, which
offers a prize of $5,000 for the best adverse
criticism of the arguments advanced.
News Items
Colonel Carter returned from Europe
on January 25, on the S.S. Berengaria,
after spending a month visiting our London, Paris, and Berlin offices.
Mr. Forbes returned from the Orient
early in January after having assisted in
the opening of our new office located in
the Pacific Building, Manila. He also
visited Shanghai and several cities in
Japan in connection with other professional matters.
Mr. C. M . Doiseau, of the systems
division of the Technical Procedure Department, has resigned to become vicepresident of The Cambridge Tile Manufacturing Company, Covington, Kentucky.
Mr. H . W. Scott, of our Detroit office,
recently has received the C. P. A . certificate of the State of Michigan, as a result
of the November, 1926, examination.
Mr. E . K . Ford, of our Philadelphia
staff, also is to be congratulated upon
passing the November, 1926, C. P. A .
examination of the State of Pennsylvania.
PRESS OF WILLIAM GREEN, NEW YORK

ATLANTA
BALTIMORE
BIRMINGHAM
BOSTON
BROOKLYN
BUFFALO
CHARLOTTE
CHICAGO
CINCINNATI
CLEVELAND
DALLAS
DENVER
DETROIT
JACKSONVILLE
KANSAS CITY
LOS A N G E L E S
MINNEAPOLIS
NEWARK
NEW ORLEANS
NEW YORK
PHILADELPHIA

VOL.

X

HASKINS & SELLS
CERTIFIED PUBLIC ACCOUNTANTS

BULLETIN
E X E C U T I V E
O F F I C E S
30 B R O A D S T R E E T . N E W Y O R K

NEW Y O R K , M A R C H ,

1927

PITTSBURGH
PORTLAND
PROVIDENCE
SAINT LOUIS
SALT LAKE CITY
SAN D I E G O
SAN F R A N C I S C O
SEATTLE
TULSA
WATERTOWN
BERLIN
LONDON
MANILA
PARIS
SHANGHAI
HAVANA
MEXICO CITY
MONTREAL

No. 3

These Standardized United States
THE

part which standards have played
in the development of this country
becomes increasingly apparent as one has
occasion to travel about.
For many years products of American
manufacture have been noted for their
standardized features. Watches, automobiles, and what-not made in America have
led the world in their widespread distribution because of the fact that any component may be replaced without the
necessity of discarding the whole when
one part becomes impaired.
The application of the principle of standardization is seen now throughout the
country in various forms. One boards a
night train and enters a sleeper. Whether
the city is San Francisco, Chicago, or New
York matters not. The equipment, character of service, comforts and conveniences
are the same.
In the morning, the dining-car furnishes
the traveler his favorite breakfast. At
destination, a porter takes his grips. A
taxicab conveys him to his hotel.
But the standardized hotel is not confined to the large cities. In Raleigh, North
Carolina; Middletown, Ohio; Flint, Michigan, or any other typical American city,
the characteristic elements of hotel service
are present, even though the service may
vary in the rendering.

Picking up a morning newspaper in
"America's Most Interesting City," one
reads advertisements of investment houses,
department stores, automobile sales concerns, and steamship companies. The
copy, display, and appeal are typical.
Mentally shutting out the surroundings,
it is difficult to tell whether one is in New
Orleans, or Seattle, or Boston.
Modern office buildings and elevator
service, banking rooms, spacious and well
appointed, facilitate one's orientation with
never a thought as to whereabouts.
Theatres, moving picture houses and feature pictures are the same everywhere.
All these things are stimulated by a desire to be progressive. They are fostered
by highly developed means of communication. They typify the spirit of standardization in the United States of America.
By way of contrast, consider the profession of accountancy. Nothing in this
country has had less planning, less cultivation, less organized guidance. The profession today represents little more than
a mass of individuals struggling with individual problems, trying to work them
out in the light of varying degrees of education, experience, natural ability, and
brute strength. There have been instances,
of course, where organized attempts have
been made to take advantage of research,
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and to apply scientific principles to the
practice of the art. But, by and large, it
is every man for himself, guided by his selfinterest, his knowledge of his subject, with
results determined by his calibre, his resourcefulness, and his luck.
Is it not time for the accountant, if he
hopes for success, to learn a lesson from the
signs all about him; to reach an agreement
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with other accountants as to what the
profession is undertaking to do; to classify,
define, and differentiate the service which
he is rendering? Can the public expect
any less in a country where the service
of railroads, Pullmans, porters, dining-cars,
taxis, hotels, waiters, bell-boys, bootblacks,
hat cleaners, and scrub women has been
standardized?

Business Trusts

O

N E of the notable developments of all
industrial history is that of the business corporation. This form of business
organization now dominates industry the
world over. The rapidity and magnitude
of its growth is remarkable in view of the
fact that the use of the corporate form of
organization in the conduct of business is
confined almost entirely to the last hundred
years. The corporation has been an important factor, both economically and
socially, in the progress of our country,
chiefly through the development of vast
resources.
The principal advantages of the corporation as compared with other forms of
organization are the following: (1) limited
liability of stockholders; (2) transferability of shares; (3) continuity; (4) ease in
obtaining capital. Perhaps the most important of these advantages is that of
limited liability. Without this protection
to stockholders, sufficient capital to conduct the volume of business which is now
being carried on by corporations probably
could not be obtained. The chief characteristic upon which the several advantages
hinge is the fact that the corporation is a
separate entity—a creature of the state.
Notwithstanding its advantages, there
is a growing dissatisfaction among business
men with the corporate form of organization. Apparently the fundamental characteristic which has given such value to the
corporation—the fact that it is an artificial
entity distinct from the persons composing
it—is being utilized as the basis for im-

pairing its usefulness. Since the corporation owes its existence to the state, legislatures have made greater demands of
business organizations conducted as corporations than of those operating under
any other form of organization. The exactions which have been imposed by way of
taxation, investigation, reports, and so
forth, indicate that the legislative attitude
toward corporations is not entirely constructive. Add to this the difficulties in
complying with the different laws of the
several states which are becoming more
burdensome with the constantly changing
legislation, and it is only natural that
business men should be seeking another
device which will secure the advantages of
a corporation and yet not be subject to
irritating legislation.
Any agency designed to take the place
of the corporation must have as its essential characteristic the limited liability of
the investor. Unless it is possible for men
to contribute to a business enterprise
without thereby endangering their entire
private fortunes, it is useless to attempt to
raise capital in amounts sufficient to transact any considerable part of the business of
the country. The co-partnership and
joint-stock company, therefore, are eliminated from consideration.
The business trust has been suggested
as a possible substitute for the corporation,
not as a panacea, but as a satisfactory
method of carrying on business under certain conditions. This type of organization
is known also as an "express trust," "trust
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estate," and "common law trust." It is
created by the execution of a declaration of
trust which contains all the provisions
necessary for the proper operation of the
trust. Equitable interest in the property
is vested in the beneficiaries or shareholders,
who correspond to the stockholders in a
corporation. Legal title is vested in the
trustees who occupy a position similar to
a board of directors. The trust fund corresponds to the capital of the incorporated
company and the beneficial interests or
shares to the corporation's shares of stock.
The eminent English jurist Maitland has
said, "Of all the exploits of equity the
largest and most important is the invention
and development of the trust. It is an institute of great elasticity and generality;
as elastic, as general as contract." Because
of its comparatively recent evolution, the
law of trusts has developed more systematically and more symmetrically than the
older branches of law. The business organization operating under a trust agreement is able to conduct its affairs in any
state as freely as an individual or copartnership upon the common law right of
contract, without being subject to the
statutory exactions that are imposed upon
corporations. The trustees are "citizens"
within the meaning of the constitution, and
hence they are entitled to all the privileges
of citizens, and may transact business in
any state upon equal terms with every
other citizen.
With the advent of the business trust,
the corporation is no longer the exclusive
agency for the employment of the combined capital of numerous investors. In
order to secure limited liability to the beneficiaries, however, it is necessary that absolute power be given to the trustees in the
management of the property. The only
safe course to pursue in drawing up a trust
agreement is to refrain from reserving any
rights to the shareholders beyond those
which the law attaches to beneficiaries of a
trust. If the shareholders manage the
business in any way, such as to elect
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trustees annually, to initiate amendments
to the trust agreement, or to give directions
to the trustees, they will make themselves
liable as partners.
Under the common law the trustee bound
himself personally when he contracted as
trustee. However, the Supreme Court laid
down the general rule that a trustee may
protect himself from liability on a contract
by expressly stipulating that he is not to be
responsible personally, but that the other
party is to look solely to the trust estate.
In the absence of this protection, it would
be difficult to find trustees who would be
willing to undertake the responsibilities
of carrying on trade for others. The trust
indenture, therefore, should provide that
trustees are not to be liable personally, and
that creditors are to look exclusively to the
trust fund. Generally all stationery and
documents used by the firm have such provisions printed upon them to give notice
to those dealing with the trust. Nevertheless, creditors have a right against the
trustees individually in case of fraud or
negligence.
One of the advantages of a business trust
is that the trustees have a general right to
apply to the courts of equity for direction
in the execution of their powers. In this
way their acts are given legal certainty in
advance of their execution. A corporation
has no similar right to ascertain in advance
the legality of its intended acts. It is
necessary to commit the act first and then
have the construction of the statute determined by means of test cases. However,
in case the trustees have not gone to court
for advice, they may not have their acts
ratified by the court after such acts have
been performed. The trustees have no
right to seek the direction of the courts unless there is some doubt or conflict of
opinion as to the proper interpretation of
the trust instrument with respect to the
rights and powers of the trustees.
The business trust also has a distinct
advantage over corporations in regard to
taxes. The corporation must pay an
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organization tax, a property tax, a franchise tax, a capital stock tax, and an income
tax; in fact, the bulk of our present day
governmental revenues is obtained indirectly from the public through the several
corporate taxes. In addition, shareholders
frequently must pay a personal tax on the
shares which they own. With the trust
organization, however, double taxation is
avoided, for the legal interest and the
equitable interest in the same property
cannot both be taxed. Either the trustee
or the beneficiary (but not both) pays the
tax on the trust property. If the trustee
and beneficiary reside in different states,
the tax is imposed where the property is
held. In the only case in which a trust
instrument of this type of organization has
been tested by the Supreme Court (Crocker
v. Malley, 1919), it was held that the
express trust in question was a pure trust
and should be taxed under the provisions
of the income tax act of 1913 relating to
fiduciaries. Under the present revenue
act, the distributable income is taxable to
the beneficiaries. Although a business
trust is exempt from paying a franchise tax,
capital stock tax, or excise tax, in some
states the beneficial shares are subject to a
stock transfer tax. The law is not uniform
for all states with respect to taxation, but,
in general, the trust estate has a more
favorable tax status than the corporation.
With respect to length of life the advantage seems to be with the corporation.
The duration of a trust may be for any
period not to exceed the provisions against
perpetuities. The duration may vary in
the different states from twenty-one years
from date of creation to twenty-one years
after the death of the last beneficiary who
was a beneficiary when the trust was
created. A trust may be dissolved by
agreement as readily as a corporation.
There are other handicaps to the successful use of express trusts in business on any
extensive scale. The employment of the
trust device for the formation of organizations which have operated in restraint of
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trade has brought about a popular prejudice against any organization carrying
the name "trust." Moreover, the business
trust has been brought further into disrepute through its use by incompetent
persons for exploitation of one kind or another. Before there will be any considerable diversification of ownership of beneficial shares in a trust, it will be necessary
to acquaint the public with the characteristics of a business trust and its securities.
In the meantime the familiarity of the investing public with corporate securities
will give corporations an advantage over
trusts in marketing their respective shares.
The courts did not object to trusts as a
form of organization, but to the use of
trusts for illegal purposes. A trust form of
organization may be employed for any
legitimate purpose. However, a business
trust is more adaptable to some industries
than to others. It is not suitable for those
activities which are subject to state regulation and control, such as public utilities,
banking, and insurance. It cannot be used
where entire ownership and control rest
in one individual, as in those corporations
with one principal and two dummy stockholders.
The business trust is appropriate where
it is desirable to have permanency of
management. It has been Used with
entire satisfaction in Massachusetts in the
business of dealing in real property. It is
an ideal form of organization for those
companies specializing in owning or dealing
in the securities of other companies, such
as holding companies and investment
companies. The business trust may be
used also for a concern conducting an
apartment building or a hotel, or developing a subdivision, or for any other business
with operations of a routine character.
The status of the trust form of business
organization is as yet rather uncertain.
The two states which created special legislation, Massachusetts and Oklahoma, have
exhibited a favorable attitude toward business trusts. The increasing popularity of
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trusts probably will cause other states to
pass laws concerning the operations of
trusts engaged in business. The position
of the trust in business then will be defined
more satisfactorily as the attitude of the
states and courts is revealed through legislation and decisions. The uncertainty of
status makes it all the more advisable that
the assistance of a competent legal adviser
be sought in drafting the trust agreement.
The business trust is likely to take a more
important place in the industrial world each
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year. In principle it should serve adequately the needs of business men in certain
fields of industry. Care should be taken
to guard against the use of the business
trust to shield operations of a questionable
character or to evade responsibilities. The
trust form of business organization should
not be considered as a possible exterminator
of the corporation, but should be looked
upon as a serviceable expedient to supplement the corporate form of organization in
industry.

Insurance on the Lives of Executives
(Concluded)

I

N a previous article on this subject the
point was made that it is fairly common
for a business concern to carry insurance
on the lives of its principal executives,
especially when the conditions are such
that the business would suffer materially
from the death of any one of them. Before
discussing the accounting and auditing
phases of the subject, which is the purpose
of this article, two further facts should be
brought out, namely, that policies representing such insurance have an investment
value and, with the exception of term insurance, also have a cash surrender value.
The latter feature, however, usually does
not become operative until the policy has
been in force for two years.
When the life of an individual is insured in favor of a business concern, the
premiums on such insurance paid by the
concern may be regarded as advance payments to provide resources with which to
indemnify the business for anticipated
losses in the event of the death of the individual or to discharge obligations which
are expected to arise at that time. The
method of handling these payments in the
accounts depends to some extent upon the
purpose for which the insurance is carried.
Frequently, however, the treatment is
dependent rather upon the policy of
the management with respect to conservatism.

The procedure generally advocated is to
consider the cash surrender value of each
policy as an asset. Each premium after
the second year is divided, a part being
debited to the asset account, and the remainder being charged against income.
The former share increases and the latter
decreases from year to year.
Since insurance is taken essentially to
provide for future losses, this plan is open
to criticism in that the margin between the
face of the policies and the value at which
they are carried is reduced each year,
thereby lessening the only effective protection against such losses. If the purpose
for which the insurance was purchased no
longer exists and the policies would be canceled if it were not for their accumulated
value, the foregoing procedure might be
put into operation without objection.
Assuming that the individual will continue to be identified actively with the
business until his death, and that it will be
thought desirable to keep the policies in
force, the amount of the insurance almost
certainly will exceed the premiums paid,
and therefore it might seem proper to
capitalize all the premiums paid. However, if the object in carrying the insurance
is to furnish protection against anticipated
losses upon the death of the insured, it is
necessary to provide a reserve out of the
present profits against which such losses
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may be charged when they are sustained.
Probably the most satisfactory method of
obtaining this result is by capitalizing the
premiums and concurrently creating a
reserve on the books by charging the same
amounts to expenses. Then the investment account to be realized upon will be
offset by a reserve account against which
future losses may be charged. In some
respects the same purpose may be accomplished by treating the premiums as expenses when paid, but this practice is open
to the objection that it creates a secret
reserve which will be disclosed only upon
the realization of the insurance.
On the other hand, if the premiums are
capitalized without creating a reserve,
realization of the insurance will merely have
the effect of conversion of one asset—
represented by the investment account—
into another asset—cash, except as to any
excess of the amount recovered over the
premiums paid. This difference will have
to be accounted for in any event. True, a
fund will be made available for distribution
in case the business is liquidated, but almost invariably a company taking out
insurance on the life of an executive intends
to continue in business after the death of
the executive. Where the entire premiums
are capitalized the company will not be
able to apply the proceeds of insurance
policies against the decreased earnings
anticipated as a result of the death of the
insured. In addition to this failure to
provide a reserve for expected losses, there
is a further objection to this method in that
the insurance may be abandoned for one
reason or another, and then it would be
necessary to write off at one time the
excess of the premiums paid over the
surrender value of the policy.
Under the plan of capitalizing the
premiums and creating an equivalent reserve, it will be necessary, in case of cancellation of the policy, merely to transfer
the reserve to the asset account and to
credit to profit and loss any recovery on the
policies—either the cash surrender value
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or such value as may be agreed upon in case
of assignment to another beneficiary. A l though this plan is based on the assumption that the insurance will not be canceled,
it is the most conservative plan under any
conditions.
In general the asset account representing
insurance should not be included in the
current assets, although frequently where
policies are recorded at their cash surrender
value the account is treated as a current
asset on the balance sheet. There is some
justification for the view that the cash
surrender value of policies should be included in the current assets, in that the
values at which the policies are carried may
be converted readily into cash. However,
these assets do not form a part of the
working capital. Ordinarily, it is planned
that the policies be kept in force until
realized in full. Unless there is a definite
intention of surrendering them in the near
future, they should be excluded from
the current assets and carried as investments.
Life insurance policies having a cash
surrender value also have a loan value,
usually equivalent to the cash surrender
value. There should be a clear understanding as to who is entitled to borrow on
a policy on the life of an executive wherein
the business concern is made the beneficiary. In one instance a concern which
had experienced some difficulties was asked
to borrow on certain life insurance policies
which had been carried on the balance
sheet at several thousand dollars. The
president of the concern was the insured
and the corporation the beneficiary. The
president stated that there was no loan
value on the policy, for the reason that he
himself had obtained a loan on the policies.
Further investigation showed that he had
a legal right to do so. In policies more
recently issued title rests clearly with the
corporation and the borrowing privilege
is confined to the corporation as beneficiary
or, in any event, the consent of the corporation is necessary before the insured
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can obtain a loan. However, the auditor
should investigate the provisions in each
policy concerning the privilege of borrowing.
There are three principal methods followed by life insurance companies in the
granting of loans.
According to one
method the policy is retained by the insurance company until the loan is liquidated. Another method requires the endorsement of the insurance company on
the policy but the policy may remain in
the custody of the insured. In still another
method the loan may be granted without
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requiring the deposit of the policy either
for endorsement or for the duration of the
loan. Under the first two methods the
auditor's attention will be called to the
fact that the policy has been pledged as
security for a loan. However, because of
the last method of granting loans and because of the fact that the insurance company necessarily may not be the pledgee,
confirmation of the status of the policies
with respect to loans and assignments
should be obtained in all instances by
correspondence with the insurance company.

Recent Additions to the Library

O

U R Executive Offices Library, located
at 30 Broad Street, New York, contains about 2,500 books and 5,000 pamphlets. The library is for the use of all
members of our organization and our
clients. During the year 1926, approximately 1,600 books were circulated, 1,100
reference questions answered, and 1,900
books consulted in the library. The following books have been added to
the library since June, 1926:
Ayer, Leslie J . Cases on Business Law.
(Seattle, University of Washington Book
Store, 1925. 463 p.)
Bailey, Warren G . and Knowles, D . E .
Accounting Procedure for Public Utilities.
(Chicago, A . W . Shaw Company, 1926.
471 p.)
Bolton, Reginald Pelham. From Sheep
Pasture to Skyscraper. (New York, Equitable Trust Company, c1926. 38 p.)
Britton, William Everett and Bauer,
R. S. Cases on Business Law. (St. Paul,
West Publishing Company, 1922. 1563 p.)
Bruère, Henry and Lazarus, Arthur.
Applied Budgeting. (Chicago, A. W. Shaw
Company, 1926. 248 p.)
Conant, Luther. A Critical Analysis of
Industrial Pension Systems. (New York,
The Macmillan Company, 1922. 262 p.)
Cook, William W . The Principles of

Corporation Law. (Ann Arbor, The Lawyers Club, 1925. 815 p.)
Crow, William H . Corporation Secretary's Guide. (New York, Prentice-Hall,
1926. 764 p.)
Dewing, Arthur Stone. The Financial
Policy of Corporations. Revised Edition.
(New York, The Ronald Press Company,
c1926. 1281 p.)
Dice, Charles Amos. The Stock Market. (Chicago, A . W . Shaw Company,
1926. 667 p.)
Drummond, Isabel. Corporate Resolutions. (New York, The Ronald Press
Company, c1926. 321 p.)
Estrich, Willis A . The Law of Instalment Sales of Goods. (Rochester, The
Lawyers Co-operative Publishing Company, 1926. 1605 p.)
Farrell, Hugh. What Price Progress?
(New York, G . P. Putnam's Sons, 1926.
323 p.)
Fisher, Irving. Mathematical Investigations in the Theory of Value and Prices.
(New Haven, Yale University Press, 1926.
126 p.)
Frederick, J . George. Modern Industrial
Consolidations. (New York, Frank-Maurice, Inc., 1926. 397 p.)
Garnsey, Gilbert. Holding Companies
and their Published Accounts. (London,
Gee & Company, 1923. 208 p.)
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Greer, Howard C. A Uniform System ing Systems. (Chicago, La Salle Extension
of Accounts for Retail Furniture Dealers. University, 1926. 743 p.)
Thorp, Willard Long. Business Annals.
(Columbus, Ohio, Ohio State University,
(New York, National Bureau of Economic
c1926. 89 p.)
Hedland, E . W . Newspaper Cost Ac- Research, 1926. 380 p.)
counting. (New York, National AssociaToner, James V . Mathematics of Fition of Cost Accountants, c1926. 91 p.) nance. (New York, The Ronald Press
Hotel Association of New York City. Company, c1926. 364 p.)
Uniform System of Accountants for Hotels. United States. Department of Com(New York, Hotel Association of New merce. Commercial and Industrial Organizations of the United States. (Washington,
York City, c1926. 91 p.)
Jerome, Harry. Migration and Business Government Printing Office, 1926. 191 p.)
United States. Department of ComCycles. (New York, National Bureau of
merce, Bureau of the Census. Financial
Economic Research, 1926. 256 p.)
Kohler, Eric L . and Morrison, Paul L . Statistics of Cities Having a Population of
Principles of Accounting. (Chicago, A . W. Over 30,000. (Washington, Government
Printing Office, 1926. 551 p.)
Shaw Company, 1926. 446 p.)
United States. Congress. Official ConLawrence, W. B. Cost Accounting. (New
gressional Directory. (Washington, GovYork, Prentice-Hall, 1925. 528 p.)
Leffingwell, William Henry. The Office ernment Printing Office, 1926. 632 p.)
United States. Treasury Department,
Appliance Manual. (Chicago, Office EquipInternal Revenue Bureau. Regulations 69
ment Catalogue, Inc., 1926. 836 p.)
Main and Company. Motor Bus Ac- Relating to Income Tax under the Revenue
counting. (Pittsburgh, Accountants Supply Act of 1926. (Washington, Government
Printing Office, 1926. 408 p.)
Company, c1926. 228 p.)
World Almanac and Book of Facts for
Morris, William F . Motion Picture
Theatre Accounting. (Philadelphia, A d - 1927. (New York, The New York World,
1927.)
Service Printing Company, c1923.)
National Association of Credit Men.
The Credit Man's Diary and Manual of
News Items
Commercial Law, 1927. (New York, N a We have pleasure in announcing that,
tional Association of Credit Men, c1926.
effective
January 1, 1927, M r . A . M . Lovi615 p.)
bond
was
made a partner in the European
Newlove, George Hillis. Consolidated
firm,
which
operates our London, Paris, and
Balance Sheets. (New York, The Ronald
Berlin
offices.
Press Company, c1926. 309 p.)
Rand, James H . , Jr. Assuring Business
Colonel Carter was elected vice-presiProfits. (New York, B. C. Forbes Pubdent of the newly organized Accountants
lishing Company, c1926. 245 p.)
Scovill, Hiram T . Elementary Account- Club of America.
ing, Parts 1 and 2. (Boston, D . C. Heath
Mr. Dunn has been engaged actively durand Company, c1924 and 1926.)
ing
the past year in matters pertaining to
Smith, Edgar Lawrence. Investment
arbitration
in his capacity as a member of
Trust Fund A . (New York, Investment
the
Accountants'
Committee of the AmerManagers Company, c1926. 51 p.)
ican
Arbitration
Association
and chairman
Snyder, Blake. Real Estate Handbook.
of
the
Arbitration
Committee
of the
First Edition. (New York, McGraw-Hill
American
Society
of
Certified
Public
AcBook Company, 1925. 724 p.)
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No. 4

The Faculty of Observing
T H E story of how a band of desert
thieves was traced through having
stolen a half-blind camel with a front tooth
missing, represents the acme of refinement in
observation. The story is old. It may have
no basis of fact. Perhaps it was devised by
some ingenious educator merely for the purpose of leaving an imprint on the minds of
youthful readers. But it has its point.
The substance of the story is that a
robber-band, preying on a settlement of
peaceful Arabs, seized and made off with
all the available camels. Among the
camel booty was one which was blind in one
eye and minus a front tooth. When the
desert police took up the trail, they had
little more than this description, and the
general direction taken by the robbers, to
guide them.
Coming to an oasis, they noticed, where
camels had been cropping at the grass,
that one line of cropping veered constantly
to the left. Also that there were blades
of grass which remained uncropped along
the center of the line. From these observations they deduced that the veering
line, with the untouched blades, was the
result of the grazing of the partially toothless camel which was blind in its left eye,
and so traced the herd until the robbers
were apprehended.

The accountant admittedly is absolved
from the necessity of having to possess all
the knowledge of a lawyer, or of an engineer. He has no particular duty to act
as a detective. In most of his engagements, however, it will do him no harm to
cultivate more intensively the faculty of
observing and to consider more carefully
the significance of what he may observe.
Auditing, if one is not careful, may become a matter of merely checkingfigures.It
is an easy matter to pass over signs, which if
observed, would point the way to startling
disclosures. Slight inconsistencies often
serve as clues to gross irregularities carefully concealed. Only recently, concealment
of a substantial shortage was attempted by
the use of some fifty forged notes.
The forgeries were clever and the notes,
hastily examined, had every appearance
of being genuine. But there were slight
inconsistencies, noticeable upon careful
observation. A certain name was written
"Carey" on the face of the note; "Cary" on
the reverse side. A certain French name
was written as pronounced, not as spelled.
Numbers on the notes were out of line
with numbers in current use. The date
February 29 was used in a year having but
three hundred and sixty-five days.
Unless documents are carefully and
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thoughtfully scrutinized, inconsistencies of
this character will pass unnoticed. Many
times they may have no significance. Often
they lead, upon investigation, to irregularities of the grossest kind. The auditor
who would detect irregularities needs to
do more than check figures. He needs to

April

consider more carefully that which is
available for his consideration. Figuratively speaking, even so uninteresting a
fact as that a camel is blind in one eye and
deprived of the use of a former front tooth,
if observed, may have an important bearing on the result of some piece of work.

Safeguarding Checks
H E season for the detection of cash
Tirregularities
is in full swing. Each

day appear additional announcements that
some cashier or treasurer is short in his
accounts. Trusted employes with many
years of faithful service, officers with enviable records for efficient work, and professional crooks alike, irrespective of age,
sex, or environment, have committed multifarious forgeries and embezzlements involving amounts varying from a few hundred dollars to several hundred thousand
dollars. Banks, clubs, churches, and industrial concerns, with systems of accounting and internal check of varying degrees of
efficiency, some audited annually and some
with little or no executive supervision,
have suffered in common as victims of these
manifold schemes. It would be difficult to
determine where operations of an improper
character will be discovered next. Certainly
no organization is immune to defalcations.
No organization, therefore, can afford to
neglect to take the precautions necessary
for the full protection of its resources.
It is estimated that six billion checks are
written annually and that from ninety to
ninety-five per cent of the business of the
nation is transacted by means of credit
instruments. Losses from forgeries and
embezzlements amount to approximately
3200,000,000 annually, divided about
equally between the two. The business
public bears a burden of over $600,000 each
business day by reason of these two crimes,
in addition to the costs incurred in carrying
on fidelity and surety companies.

In general, financial crimes are promoted
by opportunity. They seldom occur if
proper safeguards are rigidly enforced. So
far as the number of instruments is concerned, the opportunities for misappropriations are unlimited. The principal
effort should be devoted to procedures designed to prevent fraudulent occurrences
rather than to the detection of fraud.
Checks written by hand on plain paper
may be raised with comparatively little
difficulty. There are several devices available to reduce the possibility of altering
checks. Various machines may be had
which protect the amount and frequently
the payee's name. The latter feature is
important because the payee's name is
changed about as often as the amount.
These protective machines are similar in
that the letters or figures are cut into the
paper and printed with indelible ink.
These appliances are not infallible. The
corrugations in the paper may be straightened out and a word of equivalent length
inserted for one which has been erased.
But they are of sufficient protective value
in eliminating the danger of altered checks
to justify their use.
Then there are pantagraph checks which
are simply paper lithographed with inks
which are mixed so as to be highly sensitive
to alteration. Pantagraphs are tinted
usually in the form of a series of small interwoven designs, frequently made distinctive
by representing the trade-mark of the user.
One disadvantage in the use of such checks
is that the reverse side often is left blank
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so that the endorsements are not protected.
A more important objection, however, lies
in the fact that when left exposed to air
for any length of time the inks are likely to
lose their qualities of sensitivity.
Pantagraphs now are losing ground
rapidly as a leading form of protective instrument to that style of check which is
made of safety paper. In safety paper
certain chemicals and dyes which are
sensitive to acids, alkalies, and other
bleaching agents are incorporated in the
pulp of the paper. The primary characteristic of safety paper is that the ink used
in writing will so blend with the chemical
ingredients of the paper that any attempts
to remove the writing also will remove the
tint of the check, leaving a conspicuous
stain. The effect of mechanical abrasions,
such as those made with a knife or with a
rubber eraser, is to produce a similar,
readily detectable mark.
Safety paper offers greater protection
than pantagraphs from the point of view of
durability, for the reactive qualities of the
chemicals are not affected by either time
or atmospheric conditions. Another protective feature of safety paper is that any
chemical erasing fluid will "spread" when
brought in contact with the surface of the
check. This characteristic is important
because check alterations are usually made
with very delicate touches of a fine pen
dipped in chemicals. If the eradicative
should fail to spread, the discolored spot
would be so minute that it could be covered
up successfully by the pen-strokes inserted
—a procedure which is entirely feasible
with pantagraph checks.
Safety paper protects all the parts of a
check since the writing on both sides of the
paper is safeguarded. Theoretically, it
might be possible to retint any discolored
spots to match the body of the check, but
in practice this would be difficult to accomplish. The coloring matter is in reality a
mixture of two distinct shades which hardly
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could be reproduced successfully, even with
the painstaking care of an expert, without
incurring considerable risk.
A combination of safety paper and a good
mechanical device for writing the check
affords the maximum of protection. Their
use, however, does not insure complete
protection. While the amount, payee,
signature, and other parts of a check are
safeguarded against alterations, there is no
protection against counterfeiting. Losses
incurred through forgery of a signature
may be insured against, but the use of
mechanical devices and specially prepared
paper does not prevent a signature from
being traced or copied. In fact, most
bogus checks are written on safety paper
with a check protector, which gives the
counterfeited checks further appearance of
genuineness.
Many of the leading banks and corporations are protecting themselves from counterfeiting by having their emblem or
trade-mark incorporated in the design of
the paper. Such paper can be obtained
only upon the authorization of the owner
of the trade-mark or emblem. In this way
the bank or corporation has its checks
under direct control, which secures at least
partial protection against counterfeiting.
Safety paper and modern protective
machines are inexpensive, considering the
protection which they furnish. True, they
do not supply absolute protection, but this
should not act as a deterrent to their use.
Now and then a safety vault is broken open
but few business men would entertain for
a moment the idea of abandoning the practice of putting their valuables in a safe
deposit vault because of the possibility that
their vaults might be entered.
Those who do take advantage of the protection given by various protective devices
should not consider their task completed
and give no further thought to precautionary measures. Safety paper and a good
check protector are ample protection
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against the amateur crook, but not against
the professional crook. The latter does not
care to assume the risk of altering carefully
prepared checks; he prefers to duplicate
them. Any carelessness on the part of
business men becomes the chief aid of the
check crook. It is necessary, therefore, to
add common sense to whatever other pro-
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tective procedures may be employed in the
handling of checks. Thoughtful attention
should be given to the disposition of canceled and voided checks, the control of
blank checks, the signing of checks, and
the guarding of one's mail. In short,
checks should be treated with as much care
as the money which they represent.

Co-Insurance Clauses
H E co-insurance clause is one of the
Tmost
frequently used, most severely

criticized, and most misunderstood of the
insurance clauses in general use today.
Yet it is the most reasonable and the most
equitable of them all. In Europe the fairness of the co-insurance clause is well established, the majority of the countries making its use compulsory by law. In the
United States its use is mandatory in some
states, optional in others, and prohibited
entirely in some western and southern
states. However much has been said and
written on co-insurance, there are still
many, even some actively engaged in the
insurance business as well as legislators and
policyholders, who do not understand its
purpose and operation.
Fire insurance is one of the great necessities of our business, social, and economic
life. The expense of maintaining it should
be distributed among the property owners
of the country as equitably as is humanly
possible. Insurance is in the nature of a
tax. Just as taxes of the government are
used to cover the expenses of running the
government, so the tax of fire insurance
companies is for the purpose of paying the
fire loss of the country. Each policyholder
pays his premium into a fund, which the
fire insurance company distributes among
those who suffer loss by fire. In the event
insurance were to be provided by the state
or national government it is practically
certain that an assessment would be levied
against all property subject to loss from fire

in precisely the same manner as all other
taxes are levied; that is, upon the full
assessable value of the property to be protected. In fact, it is in this manner that
the insurance tax in Germany is assessed.
Since insurance is a tax and since it
is not obligatory in the United States to
insure in total, it becomes necessary, therefore, to ascertain equitable principles of
assessment. There should be no discrimination between individuals insuring risks
of equal hazard, just as there should be no
discrimination by a railroad between different shippers receiving identical service.
Each risk should contribute its equitable
proportion of the total sum collected for
loss payments. This effect is secured by
rating the several risks according to their
individual characteristics, crediting each
risk with its favorable features and charging
it with its unfavorable features. Thus,
efforts to reduce fire hazard are encouraged,
and the consumption of national wealth
by fire thereby is reduced. However, any
such scientific system of rating is impossible without the feature of co-insurance.
If all losses were total, those who insured
in total would receive their reward, while
those who preferred to pay less in premiums
would be penalized accordingly. However,
the records of the leading insurance companies indicate that of all the losses sustained, about 65% (numerically) are $100
or less; about 30% are over $100 and less
than total; and about 5% are total. The
natural inclination, therefore, on the part
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of the public, particularly on the less
hazardous risks, is to under-insure and take
the chance of not having a total loss; and
this will generally be done except under
special conditions.
That discrimination will result if an insurance company promises to pay all losses
in full to the face of the policy while granting all policyholders the same rate per $100
of insurance regardless of the relative
amount of insurance carried on the property, may be illustrated in the following
example: Smith and Jones each own a
building valued at $50,000. They each
insure their building at the rate of 1%
without a provision for co-insurance. Smith
insures his building for $40,000, paying
$400 premium therefor, while Jones insures his building for only $5,000 paying
$50 premium. Suppose each suffered a
loss by fire of $1,000. Smith and Jones
would have equal rights to collect in full
although Smith paid eight times as much
premium as Jones; and this would be true
for any loss up to $5,000.
Looking at it from the point of view of
the insurer, Smith's company had a loss
of 2½% of the policy and the company
insuring Jones had a loss of 20% of the
policy, yet each company received the same
amount of premium per $100 insurance.
It is quite evident that either Smith should
have the benefit of a lower rate or Jones
should have a lower loss collectibility. The
latter feature can be regulated only by
means of a co-insurance clause in the
policy. Without some such provision to
insure equity among a group of policyholders, all those who insure to a relatively
high percentage will be contributing more
than their share to the common insurance
fund to pay the partial losses on policies
taken out for a low percentage of the total
value.
Another illustration of a slightly different
type which illustrates the inequity which
may exist between policyholders is as fol-
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lows : Assume that Company A owns three
different plants, situated in three different
localities, each worth $100,000. Company
B owns a single plant worth $100,000.
From a fire insurance point of view, a fire
in one plant of Company A will not affect
the other two plants, so that Company A
could protect itself fully by taking out a
blanket policy of $100,000, covering all
three plants. In order to secure full protection Company B also would have to
take out a policy for $100,000. If rates are
the same, and if losses are to be paid in full
irrespective of the amount of insurance
taken, it is evident that Company A is
receiving practically three times as much
protection as Company B for the same
premium. To prevent large owners with
numerous items of property from securing
full protection at the expense of small
owners, blanket policies now are written
with a co-insurance clause.
Under a co-insurance clause the insured
becomes co-insurer with the company
unless his total insurance is equal to or
greater than a stipulated percentage of the
sound value of the property. A typical
co-insurance clause reads as follows: "In
consideration of the reduced rate for which
this policy is issued, it is expressly stipulated that in event of loss this company
shall be liable for no greater proportion
thereof than the sum hereby insured bears
to 80 per cent of the cash value of the
property described herein at the time such
loss shall happen. If this policy is divided
into two or more items, the foregoing conditions shall apply to each item separately."
An 80% co-insurance clause is customary,
although any per cent may be inserted.
The last sentence was added to prevent an
interpretation inconsistent with the original
intention of the co-insurance clause in connection with policies containing more than
one item.
Co-insurance brings about an equitable
distribution of risk under partial losses in a
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manner which is automatically taken care is not operative if the insurance carried is
of in total losses; that is, those who pay equal to or greater than the agreed perpremiums sufficient to insure 80% or more centage. It is equally true that the clause
of the sound value are protected fully, is ineffective if the loss is equal to or greater
while those who prefer to pay small pre- than the stipulated percentage of the
miums must bear a proportionate share of sound value even though the insured has
the risk accordingly. A few illustrations failed to comply with the requirements of
of the operation of the clause should make the co-insurance clause. It is applicable
only to cases of partial losses (less than
this clear.
In the following examples it is assumed 80% or the agreed percentage of the total
that the sound value of the property is value) and then only in case the insurance
$100,000 and the policy contains an 80 also is less than the percentage stated.
Many property owners have the impresper cent co-insurance clause or, in other
words, $80,000 of insurance should be sion that they cannot collect more than
taken out to satisfy the co-insurance stipu- 80% of a loss under an 80% co-insurance
clause regardless of the amount of insurlation:
Case No. 1. Policy, $50,000 (50%); ance carried. This view is wholly erronloss, $20,000. The policy is less than eous. The insurance company is liable for
80% of the sound value; hence, the in- 100% of all losses up to the face of the
sured is co-insurer for3/8of the losses and policy when 80% or any amount in excess
the company's liability is
of $20,000, or of 80% is insured. Complete protection
may be obtained by taking insurance for
$12,500.
Case No. 2. Policy, $50,000 (50%); the full value of the property.
The effect of the co-insurance clause is
loss, $90,000. The insured is co-insurer
to the extent of
of the losses, and the to prevent those owners who wish to undercompany's liability is 5/8. However, 5/8 insure from shifting their burdens to others
of $90,000 is $56,250, which is greater than who desire to carry full protection. The
the face of the policy; hence, the loss fire loss is distributed more equitably
collectibility is limited to the face of the among policyholders through the avoidance
policy, or $50,000, and in effect the co- of rate discrimination. The operation of
the clause furnishes an incentive to the
insurance clause is inoperative.
Case No. 3. Policy, $20,000 (20%); policyholder to insure his property fully.
loss, $70,000. The insured is co-insurer
When the policy contains a co-insurance
for
¾of the losses and the company's clause, it is important to take into conliability is
of $70,000, or $17,500.
sideration the changing values of the inCase No. 4. Policy, $80,000 (80%). sured property. For example, take Case
The insured has met the 80% requirement; No. 4 above where the sound value of the
hence, the company is liable for 100% of property is $100,000 and insurance for
all losses up to the face of the policy, or $80,000 (80%,) is carried. As long as the
property value remains at $100,000, the
$80,000.
Case No. 5. Policy, $95,000 (95%). loss collectible will be 100% up to the face
The property is insured for 95% of its of the policy. However, suppose the
sound value rendering the co-insurance market value of the property increased to
clause inoperative. The company is liable $150,000 and a loss of $80,000 takes place.
for 100% of all losses up to the face of the The co-insurance clause specifies the basis
to be "80 per cent of the cash value of the
policy, or $95,000.
It is evident that the co-insurance clause property at the time such loss shall hap-
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pen." Eighty per cent of $150,000 is
$120,000. Since the policy is for $80,000
only, the insured is co-insurer for1/3and
the company's liability is 2/3 of $80,000,
or $53,333. The policyholder should keep
the insurance in force commensurate with
the total value of the property insured.
The same principle is applicable where
the policy containing a co-insurance clause
not only covers the property of the insured
but that of others as well. To illustrate,
a proprietor of a picture and picture
framing establishment had a valuable stock
of his own. He also had in his possession
in storage, framed pictures and other
valuable property belonging to customers.
His policies covered his own property and
that of his customers as well. Both were
damaged by fire originating in a part of
the building not occupied by him.
The sound value of his own property
and the loss thereon were ascertained
readily, but it was necessary to determine
the value of and the loss on customers'
goods. Some of his customers were reasonable in their claims as to the value of
their destroyed property; others were not.
The claims of the latter group augmented
the total value of the property, thus reducing the proprietor's loss collectibility.
As a result of this experience he wisely
decided that thereafter his own property
and the property of his customers should
be covered by separate policies. Other
instances could be cited in which proprietors have been the victims of their own
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generosity either because the customers
made unreasonable claims or the value of
the customers' property happened to be
unusually high at the time of the fire,
reducing proportionately the amount recoverable on the loss suffered on the
proprietors' stock.
Although co-insurance usually is considered in its relation to fire insurance, the
use of the co-insurance clause is not restricted to this form of insurance. The
principle of co-insurance is embodied in
marine insurance the world over. It is
used also in tornado, sprinkler and leakage,
and other forms of insurance. Care should
be taken to see that the stipulated percentage is applied to sound value of the
total property insured and not to any other
figure. For example, if the sound value is
$100,000, $80,000 fire insurance will be
required. Suppose tornado insurance is
taken out on a 50% co-insurance basis, the
amount required will be 50% of $100,000,
or $50,000, and not 50% of the amount
of fire insurance carried, or $40,000—a mistake frequently made in practice.
Through misunderstanding the coinsurance clause may be a source of loss
to the policyholder either through underinsurance or through unforeseen relationships under different policies resulting in
complicated adjustments. In principle,
however, the co-insurance clause is fair to
both insurer and insured. It is indispensable in securing equity among all the
policyholders.

Advertising That is Advertising

T

H E following incident is reprinted
from The Sabean for April, 1923:
"An acquaintance went to a small florist
shop upon request of his wife to purchase a
plant. He lived in an apartment. Both
he and his wife were city-bred and knew
nothing about the proper care of plants.
If all the plants they purchased had sur-

vived, a small greenhouse would have been
required to house them.
"The florist asked, 'Do you live in a
house or an apartment?' and on being told
by my friend that it was the latter, he asked
'Do you have a porch?' The reply was in
the negative.
"Then the florist surveyed his stock and
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selected a hardy fern—certainly not the
most expensive bit of plant life in the shop.
In detail he explained to the prospective
customer how to care for the fern, adding,
'If you do the things I tell you that fern
will last you a year, perhaps two.'
"It was a sale. The man carried the
fern home and repeated the instructions
to his wife. The fern grew and grew,
continually shooting out fresh fronds to
replace the old ones that turned brown and
crisp as the months passed. This fern,
because of the florist's unsolicited advice,
lived long beyond the promised period.
"Poor business for the florist, you say.
If he'd kept his advice to himself perhaps
he'd have sold three or four ferns in the
same period of time.
"But while the fern was growing, so was
the bank account of the chap who bought
it. He was buying a home—with a porch
—and with window boxes and a fine little
yard which required some shrubbery and
an English box hedge.
"He went back to the florist who sold
him the fern in the apartment house days,
rejecting bids from bigger florists and
landscape gardeners who got his name from
a new building list company. His order for
the planting work was placed with the little
florist who seemed to care more that a plant
should thrive than that he would accomplish a certain turnover of stock. The check
received in payment was around $600.
"The acquaintance related this purely as
an incident. The florist in going out of his
way to explain the care of that fern was
either building better than he actually
knew or was shrewd enough to know he was
practising a super salesmanship, by creating confidence, that must pay big dividends."
No mention is made in the above incident as to the different forms of advertising of which the small florist availed
himself. Whether or not he had a budget
providing an amount for paid advertising,
there can be no doubt but that the type of
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service which he was rendering contributed
the most to the security of his future business. And is not this the only kind of
advertising which is lasting? Advertising
through good work is not only to be commended upon ethical principles, but it is
the strongest foundation upon which the
growth and continuity of a sound business
may rest.
The florist also took into consideration
the needs, environment, and the financial
resources of his customer before making his
selection. Perhaps the florist learned his
lesson from plant life, where adaptation to
a changing environment is essential to continued existence. That this principle is
just as true in the industrial world is
evident by watching one industry supersede another. The professional accountant
also should adapt himself to the situation
in hand, having due regard for the needs
of the client, and being ever watchful that
the client is receiving a maximum of efficient service for his money. Under such
circumstances, there would be no need to
worry about the future. The certainty of
success would be as definite as the existence of the Rock of Gibraltar.
News Items
We have pleasure in announcing the
appointment of Messrs. R. A . Gallagher,
H . W. Welsch, F. J . Duncombe, and C. H .
Lee as assistant managers of our Chicago
office, effective March 1, 1927.
Mr. J . R. Fincher, of our New York
Thirty-ninth Street office, is to be congratulated upon his success in passing the
C. P. A . examination of the State of New
York.
Mr. A . W. Koelbel, of our New York
Thirty-ninth Street office, also is to be
congratulated upon his success in passing
the New York C. P. A. examination.
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Every Job a Good Job
THERE
are many famous passages in
Shakespeare's "Julius Caesar." Many
of them might serve admirably as inspirational slogans for accountants. There is
one which may be appropriate or inappropriate, according as use of it is made:
"The evil that men do lives after them;
the good is oft interred with their bones."
No vocation, profession, or means of
livelihood depends more for its success upon
the character of service rendered than the
profession of accountancy. Any mistakes
in getting at and reporting facts, errors in
judgment, carelessness in setting down
figures, bob up eternally to damn the
reputation of an accountant who offers his
services to the public.
On the other hand, nothing establishes
and increases the prestige of an accountant
like a piece of work well done.
Modern practice may have to combine
professional and commercial elements. The
purely professional type may starve in his
devotion to an ideal. There is no reason
why an accountant should work for nothing.
But there is every reason why he should
keep constantly before him his professional
duty and be guided by a sense thereof.
In the building of a professional practice, whether on a scale large or small, mistakes are bound to occur, and errors are
bound to creep in. Where is the engineer
who has not been guilty of mistakes in
judgment? The great bridge over the

Saint Lawrence River, outside of Quebec,
crashed to ruin twice while the project was
under way. The engineers made mistakes.
But one of the finest spans in the world
finally was completed. In the early days
of abdominal surgery, a surgeon cut off
a piece of the intestine instead of the
appendix. But today a human being may
live without a stomach because surgery did
not stop with that mistake. Some lawyers
have advised their clients badly, but the
legal profession has become one of the most
honored of the learned professions.
The accountancy profession may be
chargeable with its share of errors. The
evil growing out of some errors may live
on and on. But every mistake should be
a lesson and contribute something to the
betterment of the work. Likewise, it
should serve as a reminder that the reputation which a firm enjoys is founded on the
sum total of what it does. If the poor work
is greater than the good work, the reputation
will be evil. By the same token, if good
work prevails the reputation will be good.
If success in accountancy is to be
achieved, every job must be a good job.
Whether it be profitable, or unprofitable,
is beside the point. The greater consideration is the character of the work done. If
slogans are needed as a force to spur one
on to constant effort and unceasing vigilance every hour of the day, what could be
better than "Every job a good job"?
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Depreciation of Mines and Mining Machinery and Equipment
By J O H N R. FINCHER (In-charge Accountant, New York Thirty-ninth Street Office)
H E various methods of depreciation in
Tcommon
use, or advocated by writers

counts would continue to increase until the
very end of operation, causing progressive
on the subject, are based generally on the increases in the charges for depreciation.
principle that the cost, less residual value, This would prove unsound because the inof the facility being depreciated should be creasing charges for depreciation would
amortized in some manner during the tend to increase the per-ton cost of mineral
period of its usefulness. This principle un- production progressively for each succeeddoubtedly is correct in theory for all ordi- ing operating period.
nary enterprises in which the production,
In the early stages of operation of a
or return, bears some uniform relation to mining project the per-ton cost of mineral
the use of the facility; but its application production is comparatively low, because
in the case of mining is questioned because the recoverable mineral deposits are easily
of the inherent differences in economic con- accessible. As mining progresses the deditions of operation.
posits become daily less accessible and the
The fundamental difference between the maintenance of a stable output requires
accounting for a mine and for another extensions of the workings and entails
ordinary enterprise is first observed after ever-increasing costs for transportation,
the project has been fully equipped and while the greater depth of the workings enoperations have begun. After the mineral tails greater costs for lifting and drainage,
lands have been acquired, either through and added cost for the disposition of waste.
purchase or lease, the initial expenditures If to the ever-increasing direct costs of
necessary to equip a mine for operation will mining we should add depreciation charges
consist of the cost of mine development which mount higher each year, the per-ton
work, such as shafts, slopes, tunnels, gang- cost of production during the later stages of
ways, airways, drainage, etc., and the operation would increase to a figure out of
machinery and equipment necessary to all proportion to the cost at the beginning.
handle the mineral output and waste mate- When we reflect that, aside from market
rial. After operations are begun there will fluctuations, the last ton of mineral probe continually recurring expenditures for duced is worth not one cent more than the
extensions of the mine workings and for first, the error in applying the principle to
additional machinery and equipment made mine accounting becomes doubly impresnecessary by such extensions, all of which sive.
will be required merely to maintain, withIn theory, profits or losses arising from a
out at all increasing, the average quantity business project can be accurately deteroutput of mineral.
mined only when the undertaking is fully
It is generally agreed that the initial completed and the business is liquidated.
cost of equipping a mine to begin operation Business expediency, however, has brought
must be capitalized. The subsequent ex- about the general custom of stating acpenditures for development and extensions, counts annually, at which time the profits
however, constitute a problem upon which or losses of a going concern are approxithere is much difference of opinion. If the mated by estimating such factors as cannot
practice is conformed to the accounting be definitely determined. Little difficulty
theory that the cost of all facilities expected is experienced in applying this method in
to have a useful life of more than one year the case of ordinary enterprises which enshould be capitalized and depreciated over counter fairly uniform conditions from
the period of usefulness, the property ac- year to year; but a mining enterprise has
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been seen to experience so great variation
in production costs, as between the different periods of its operation, that the
operating results could fairly be viewed
only as a unit over the entire life-period.
If it is desired to divide the results of operation into some arbitrary periods less than
the full life, means must be found to so
equalize the cost of production between
such periods that each may show a fair,
uniform cost per unit of production.
As a practical expedient, many of the
writers on mining advocate the practice of
capitalizing the initial expenditures required to equip the mine, and of charging
all subsequent expenditures for extensions
and additional equipment to the production costs of the year in which the expenditure is made. In practice, this plan is followed with many degrees of modification.
Some of the most conservative mining companies will charge against production costs
all expenditures after the initial outlay,
except those of comparatively large
amounts which will be either capitalized or
"deferred" for charging off in instalments.
The less conservative companies modify
the plan to suit the views of the company
executives, the modifications varying in
degree up to the point of charging off
nothing, for the capitalization of which a
logical excuse can be found.
The accountant objects to this plan
because it supplies no rule or chart to
guide him. The decision is left to the
personal judgment of an interested individual, and this is very rarely dependable
where personal interests are affected. The
very elasticity of the scheme is an objection. The accountant is required to assume responsibility for statements of conditions of which he can have no personal
knowledge and with respect to which he
must be governed by the advice of the interested parties. The operator of a "stockselling" mine can supply perfectly logical
and legitimate reasons for capitalizing expenditures which the conservative operator
would never even consider capitalizing.
The following outline is offered as an
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attempt to furnish both a plan for determining the class of expenditures to be
capitalized, and to equalize the charges for
depreciation over the different stages of
operation.
At the time of beginning operations a
survey, or forecast, should be made covering the entire life of operation (unless such
life is estimated to extend materially beyond forty years, in which event forty years
may be taken as a basis) and treating the
following elements:
1. The initial cost of equipping the
mine.
2. The cost, by years, of development
work necessary in order to maintain average quantity production.
3. The cost of additional machinery
and equipment made necessary by extension of the workings.
4. The cost of renewals and replacements
necessitated by wear and tear, or obsolescence.
5. The tonnage of mineral expected to
be recovered.
All factors except the first necessarily
would have to be estimated. To the cost
of originally equipping the mine there
should be added the estimated cost of
development work, of additional machinery
and equipment, and of renewals and replacements, and the sum divided by the
estimated tonnage of recoverable mineral,
to arrive at an amount per-ton to be used
in charging off depreciation. Credits resulting from charging depreciation to production costs should be credited to depreciation reserve. The cost of all mine
development work and the cost of additional machinery and equipment should be
capitalized, and the net cost of renewals
and replacements should be charged to the
depreciation reserve. At regular intervals,
as might be found expedient, the actual
costs incurred should be compared with the
estimates used in the computation, and the
depreciation charge revised if and when
necessary.
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Mathematics of Investments
THE accountant sometimes is confronted
with problems concerning compound
interest, annuities, sinking fund contributions, and the like. He may be
asked to find the present value of a lease
calling for a certain number of periodic
payments, or he may want to know what
amount should be set aside each year to
liquidate a debt at some future date. These
situations arise frequently enough so that
some knowledge of the mathematics of
compound interest is considered an essential part of the technical equipment of the
accountant.
Tables have been published which facilitate the computations in the solution of
compound interest problems. These tables
are very helpful when accessible and almost
indispensable in the more complicated instances. However, the accountant should
be sufficiently familiar with the relationships of the several compound interest
functions, so that he can solve elementary
problems when published tables are not
available or when the tables at hand are
incomplete. One should, if necessary, be
able to handle a fair proportion of investment problems through reasoning rather
than through memorizing complicated
formulas and the attendant algebraic
symbols.
There are six fundamental compound interest functions as follows:
1. Amount of $1 at compound interest.
One dollar invested now at compound interest will amount to how much at the end
of a certain period of time?
2. Present value of $1 at compound interest. What sum of money invested now
at compound interest will amount to $1
at the end of a certain period of time?
3. Amount of $1 per period at compound
interest. A periodic payment of $1 will
amount to how much at compound interest
at the expiration of a certain period of
time?
4. Present value of $1 per period at
compound interest. What sum of money

invested now at compound interest would
be just sufficient to make a periodic payment of $1 for a certain length of time?
5. Annuity which will amount to $1 at
compound interest. What sum of money
should be regularly set aside at compound
interest to amount to $1 at the end of a
certain period of time?
6. Annuity which has a present value at
compound interest of $1. One dollar set
aside now at compound interest will be
just sufficient to make a regular payment
of how much for a certain length of time?
Computations are made on the basis of
$1 because each dollar in a given transaction increases in the same proportion as
every other dollar. The result then is multiplied by the number of dollars involved.
Generally the dollar sign is omitted because the tables or computations may be
considered as representing one unit of any
monetary standard—the dollar, the pound,
the franc, and so forth. Time usually is
referred to by periods rather than by years,
a period being the interval between two
successive interest conversion dates. Interest rates also are adjusted to the basis of
a period. The amount of 35,000 for three
years at 4% per annum compounded
quarterly would be considered, for purposes
of computation, as the amount of $1 for 12
periods at 1% per period and the result
multiplied by 5,000.
1. Amount of 1
The amount of 1 invested for one period
at 4% is 1 x 1.04, or 1.04. The amount of
1 invested for two periods at 4% is equivalent to the amount of 1.04 invested for one
period at 4% which is 1.04 x 1.04, or 1.0816.
The amount of 1.0816 invested for one
period at 4% is 1.0816 x 1.04, or 1.124864,
which is the same as the amount of 1 invested for three periods at 4%, (1 x 1.04 x
1.04 x 1.04 = 1.124864). The ratio of
the investment value at the end of a period
to the value at the beginning of the period
is known as the ratio of increase. The ratio
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1.04, or .92455621. The present value of
1 three periods hence at 4% is 1 ÷(1.04) ,
or .88899636. The present value of 1
sixteen periods hence at 4% would be
computed as follows:
1/ 1.04 =.96153846
1/1.04 x1/ 1.04 =1/(1.04) =.92455621
l/(1.04) x1/(1.04) =1/(1.04) =.85480419
l/(1.04) x1/(1.04) =1/(1.04) =.73069021
1/(1.04) x1/(1.04) = 1/(1.04) = .53 390818
If, in using tables which extend only to
100 periods, it is desired to ascertain the
present value at 4% per annum compounded quarterly of a $50,000 payment
to be made 40 years hence, the result can
be obtained by multiplying the present
value of $1 one hundred periods hence at
1% by the present value of $1 sixty periods
hence, (.36971121 x .55044962) giving
1 ÷ (1.01) , or .20350739, and multiplying that product by 50,000 giving a final
result of $10,175.37.
It should be noted that the present
value of 1 any number of periods hence and
the amount of 1 for a similar number of
periods are always the reciprocal of each
other, given the same rate of interest. If
the amount of 1 invested for 16 periods
at 4% is 1.87298125, then the present value
of 1 sixteen periods hence at 4% is
1 ÷1.87298125, or .53390818. Similarly,
if the present value of 1 ten periods hence
at 3% is .74409391, then the amount of 1
for ten periods at 3% is 1 ÷.74409391, or
1.34391638.
The amount of 1 is made up of two parts,
2. Present value of 1
the original principal of 1 and the comIf the amount of 1 invested for one pound interest. If the amount of 1 inperiod at 4% is 1.04, then the present value vested for five periods at 6% is 1.33822558,
of 1.04 one period hence is 1. The present then 1.33822558 minus 1 gives the comvalue of 1 is the sum of money which will pound interest, .33822558. Similarly, 1
amount to 1 at some definite future time minus the present value of 1 gives the
at a given rate of interest. In determining compound discount. The present value of
the present value of 1 the ratio of increase 1 five periods hence at 6% is .74725817;
is used as a divisor rather than as a factor. therefore, the compound discount is 1
The present value of 1 one period hence at minus .74725817, or .25274183.
4% is 1 ÷1.04, or .96153846. The present
value of 1 two periods hence is equivalent 3. Amount of an annuity of 1
to the present value of .96153846 one period
The amount of an annuity of 1 per period
hence; 1 ÷ (1.04) equals .96153846 ÷ means the total accumulated by paying 1
of increase is equivalent to 1 plus the rate
of interest for one period expressed decimally. In determining the amount of 1
the ratio of increase is used as a factor as
many times as there are periods to be considered. The amount of 1 invested for three
years at 6% compounded semi-annually
is 1 x 1.03 taken as a factor six times, or
1.03 raised to the sixth power; (1.03) =
1.1940523. If the original principal were
$100, the amount would be $119.40523.
If the original principal were $100,000,
the amount would be $119,405.23.
It is not necessary to perform the computations period by period when a large
number of periods is involved. The
amount of 1 invested for 8 years at 4%
compounded semi-annually is 1 x (1.02) .
Instead of multiplying by 1.02 sixteen
times, the result may be obtained in four
steps:
1.02 x 1.02 = (1.02) = 1.0404
(1.02) x (1..02) = (1.02) = 1.08243216
(1.02) x (1.02) = (1.02) = 1.17165938
(1.02) x (1.02) = (1.02) = 1.37278571
Although the above multiplications
would not be performed when a table is
available, it is desirable to be familiar with
the principle to obtain the maximum use
of a table. If the tables available extend
only to 50 periods and it is desired to ascertain the amount of 1 for 85 periods at
3%, the result can be obtained by multiplying (1.03) by (1.03) , (4.38390602 x
2.81386245) giving (1.03) , or 12.3357.
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at the end of each period at a given rate
of interest. It may be looked upon as a
series of amounts of 1. The amount of an
annuity of 1 per period for three periods at
4% is equivalent to the amount of 1 for
two periods at 4% plus the amount of 1
for one period at 4% plus the final payment
of 1 at the end of the third period which
draws no interest, (1.0816 + 1.04 + 1 =
3.1216). But it is not necessary to determine the several amounts of 1 in order
to ascertain the amount of an annuity of 1.
The compound interest element of the
amount of 1 for a given number of periods
divided by the rate of interest expressed
decimally will give the amount of an annuity of 1 for the same number of periods
at the same rate of interest. The amount
of 1 for three periods at 4% is 1.124864.
The compound interest is 1.124864 minus
1, or .124864. The compound interest,
.124864, divided by the rate of interest,
.04, gives the amount of an annuity of 1
for three periods at 4%, or 3.1216. This
type of an annuity with payments made at
the end of each period is called an ordinary
annuity.
If the payments are made at the beginning of each period, it is called an annuity
due. This means that each payment
draws interest for one additional period
over that of a corresponding ordinary
annuity. Therefore, if the amount of an
ordinary annuity of 1 for three periods at
4% is 3.1216, the amount of an annuity
due for three periods at 4% is 3.1216 x
1.04, or 3.246464. A n annuity due also
may be determined by finding the amount
of an ordinary annuity for one period
greater than the number required and subtracting the final payment of 1. The
amount of an ordinary annuity of 1 for four
periods at 4% is 4.246464. The amount of
the annuity due, therefore, would be
3.246464. Tables usually are constructed
on the basis of ordinary annuities.
4. Present value of an annuity of 1
The present value of an annuity of 1 per
period at a given rate of interest is the sum
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of the present values of the series of payments of 1 at the same rate of interest. It
is the amount one would be willing to pay
now for the right to receive a certain number of periodic payments in the future considering money to be worth a given rate of
interest. The present value of an annuity
of 1 for three periods at 4% is the present
value of 1 for one period at 4% plus the
present value of 1 for two periods at 4%
plus the present value of 1 for three periods
at 4%, (.96153846 + .92455621 +
.88899636 = 2.77509103). However, the
present value of an annuity of 1 per period
at a given rate of interest may be computed
directly by dividing the compound discount element of the present value of 1 for
the same number of periods by the rate of
interest involved expressed decimally.
The present value of 1 for three periods at
4% is .88899636. The compound discount
is 1 minus .88899636, or .11100364. The
present value of an annuity of 1 for three
periods at 4% is the compound discount
.11100364 divided by the rate of interest
.04, or 2.775091.
The foregoing paragraph refers to ordinary annuities wherein payments are made
at the end of each period. In the case of an
annuity due, the payments are made at the
beginning of each period; hence, each payment is discounted one less period than in
an ordinary annuity. The present value
of an annuity due, therefore, is the present
value of an ordinary annuity for the same
number of periods increased by one period's
interest at the rate involved. The present
value of an annuity due of 1 for 3 periods
at 4% is the present value of an ordinary
annuity for 3 periods at 4% multiplied by
1.04, (2.77509103 x 1.04 = 2.88609467).
In using a table the present value of an
annuity due would be determined by finding the present value of an ordinary annuity for one less period and adding 1.
The present value of an annuity due of 1
for three periods at 4% is the present value
of an ordinary annuity of 1 for two periods
at 4% increased by 1, (1.88609467 + 1 =
2.88609467).
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5. Annuity which will amount to 1
If a man takes out a mortgage for $2,000,
bearing
interest at 6% per annum, what
The annuity which will amount to 1 at
should
be
his annual payment in order to
compound interest is the function used
discharge
the
principal and interest in five
when the principal to be accumulated in a
certain number of periods is known, but years? The present value of his indebtedthe periodic payments to be made at a ness is $2,000; hence, $2,000 is the present
given rate of interest are unknown. In the value of the five unknown payments at
amount of an annuity of 1 at compound 6%. The annuity for five periods which
interest, the periodic payments are known, has a present value at 6% of 1 is .23739640;
but the total of the accumulated payments therefore, 2,000 x .23739640, or $474.79 is
is unknown. Therefore, given the same the annual payment required to discharge
rate of interest and the same number of a mortgage of $2,000 at 6% in five years.
A knowledge of the relationships of the
periods, the annuity which will amount to 1
at compound interest and the amount of several compound interest functions is a
an annuity of 1 are the reciprocal of each distinct advantage in checking computaother. If the amount of an annuity of 1 tions. The annual payment necessary to
per period for five periods at 4% is discharge the $2,000 mortgage discussed
5.41632256, then the annuity for five above also could be solved by determining
periods which will amount to 1 at 4% will the annual payment necessary to amount
to $2,000 in five years at 6% and adding the
be 1 ÷5.41632256, or .18462711.
The annuity which will amount to 1 at annual interest payment. The annuity of
compound interest is the function generally five periods which will amount to 1 at 6%
used in sinking fund computations. What is .17739640. The annual payment necesamount should be set aside every six sary to discharge the principal of the
months at 6% compounded semi-annually mortgage is 2,000 x .17739640, or $354.79.
to accumulate a fund of $50,000 in ten The annual payment necessary to discharge
years? A n annuity of .03721571 for 20 both principal and interest is $354.79 plus
periods at 3% will produce 1. Therefore, the annual interest, $120 (6% of $2,000),
the semi-annual payment required to ac- or $474.79. One characteristic of investcumulate a fund of $50,000 in ten years at ment problems is that the majority of
6% compounded semi-annually is 50,000 x them are susceptible to proof either by
using a different combination of functions
.03721571, or $1,860.79.
or by constructing tables, although in a
6. Annuity which has a present value of 1 few instances the construction of the necesThe annuity which has a present value sary tables would be rather tedious.
at compound interest of 1 is the function
The ability to determine, through reaused to determine a given number of soning, the requirements of compound inperiodic payments, at a certain rate of in- terest problems assures a much firmer
terest, the total of the present values of foundation for developing proficiency than
which is equivalent to a known sum of does memorizing formulas and symbols.
money at the present time. The annuity Frequently those who depend only on
which has a present value at compound formulas are able to solve problems
interest of 1 and the present value of an which are described accurately in the terms
annuity of 1 are reciprocals of each other of the compound interest functions, but
for a similar number of periods and at the they become confused when it is necessary
same rates of interest. If the present value to interpret a set of facts described in
of an annuity of 1 per period for ten periods different words. Confusion also may arise
at 4% is 8.11089578, then the annuity for in the application of the formulas themten periods whose present value at 4% is selves. Thus, in adjusting the present
1 will be 1 ÷8.11089578, or .12329094.
value or amount of an ordinary annuity to
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an annuity due, there may be some doubt,
when working under pressure, as to whether
one period less should be taken and 1
added or whether one period more should
be taken and 1 subtracted. Such confusion
may be avoided if it is known that in either
case the value of the annuity due is the
value of the corresponding ordinary annuity increased by one period's interest at
the rate involved. A knowledge of formulas is good, but such skill leads to much
greater proficiency in handling investment
problems if it is based on a knowledge of
the fundamental principles involved.
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Mr. J . L . Henson, of our Cincinnati
office, has been appointed assistant manager of that office, effective as of April 1,
1927.
Mr. O. N . Hutchinson, manager of our
Charlotte office, addressed the Charlotte
Kiwanis Club at a luncheon meeting on
March 17, 1927, on the subject, "The
Certified Public Accountant."
Mr. Oliver Hampton, of our New York
Broad Street office, is to be congratulated
upon passing successfully the New York
C. P. A . examination.

Concerning Foreign Affairs
Dr. J . V . E . Westfall sailed from New
York for England en route to Berlin, via
Paris, on the S.S. Olympic, Friday night,
April 15, 1927, to assume charge of the
European practice. This, naturally, indicates that M r . Kracke will return to this
country soon to continue with his work in
the technical procedure department.
Mr. C. W . Tansley, assistant manager,
New York Broad Street Practice Office, has
been appointed manager of the London
office to succeed Mr. J . L . Barnett, who has
resigned and returned to this country to
accept a position as secretary and assistant
treasurer of Pantepec Oil Company of
Venezuela, with headquarters in New York.
Mr. C. E . Morris, who is abroad recuperating from a recent indisposition and giving some attention to engagements in
Italy, is expected to sail from England en
route to New York early in May.
News Items
M r . E . J . Carr has been appointed a
manager of our New York Thirty-ninth
Street office, effective April 1, 1927.
Mr. C. R. Bowen has been appointed
manager of our Cincinnati office, effective
April 1, 1927.

Mr. A . B. Muller, of our Los Angeles
office, is to be congratulated upon his success in passing the C. P. A. examination of
the State of California.
Mr. S. J . Anderson, of our Los Angeles
office, also is to be congratulated upon his
success in passing the California C. P. A .
examination.
Mr. V . W. Conaway, of our Baltimore
office, is to be congratulated upon successfully passing the November, 1926, C. P. A .
examination of the State of Maryland.
Mr. E . S. Wade, of our Los Angeles
office; is to be congratulated upon recently
receiving the C. P. A . certificate of the
State of California.
Mr. R. N . Rigby, of our Boston office, is
to be congratulated upon his recent attainment of the C. P. A . certificate of the State
of Massachusetts.
Mr. J . E . Harris, of our Boston office,
also is to be congratulated upon receiving
recently the C. P. A . certificate of the State
of Massachusetts.
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No. 6

Faithful in Little Things
THE
meticulous care with which a
"Standard Oil" salesman recently attended to the renewal of an unimportant
contract for a season's supply of fuel oil,
made a strong impression on a certain
suburban householder.
According to the householder's statement, when he thinks of oil, he thinks of
"Standard" oil. If he had given the
matter of his season's supply a thought, it
would have been to wonder how he was
going to induce the mighty "Standard" to
bother with the insignificant amount which
he requires to operate his house-heating
plant during a part of the winter season.
So it was with considerable interest that
the householder observed the solicitude
displayed by the salesman in seeking a
renewal of the contract. No more care or
courtesy could have been given to an explanation of the reasons why renewal at
that time was desirable, to the assurances
of benefits, and to the ease with which the
renewal might be accomplished. In other
words, the transaction was handled as if it
were the most important matter before the
corporation at the time.
Some years ago an acquaintance of one
of our partners modestly remarked that he
supposed we would not be interested in
bothering with the audit of his personal
accounts. Of course, he was immediately
disabused of any such notion, and a small
engagement followed, under the personal

attention of the partner. Later on the
client had some controversy with the
Federal government over tax matters, and
we were instrumental in bringing him to a
happy issue out of his difficulties. Next,
he recommended us to some of his associates with whom he was interested in some
syndicate operations, and we audited the
accounts of the syndicate; and so on.
We are proud of our service to this client.
The first work we did for him perhaps was
one of the smallest engagements we have
ever taken. But we are still serving him,
after ten years or more of relationship. He
has recommended us whenever occasion offered, and we believe him one of our friends.
The notion that accountancy practice
has assumed proportions inconsistent with
the ideals of personal service is considerable
of a fallacy. It may be a matter of pride
to some organizations that no engagement
is too large or involved for them to undertake. One of the fascinations of practice
may be found in trying to adapt the complicated machinery of a large organization
to the requirements of ideal personal service. But no service should be too small to
consider. No engagement should be too
unimportant to undertake. And anything
that is worth doing at all is worth doing
well, platitudinous though this observation
may be. Somewhere in the Good Book
is a reference to the man who, faithful in
little things, was made ruler over many.
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Significant Developments Relating to No Par Shares
B Y JOHN R . WILDMAN

H E perplexities of accountants in dealT
ing with corporate shares of no par
value have centered, to a considerable ex-

tent, around surplus. Statutory definitions
of surplus have been lacking. Legal concepts have been derived largely from implications in the state laws. Accountants
in attempting to adhere to economic doctrines, when considering questions related
to surplus, have been severely tried. Surplus, at times, has meant everything from
profits on turnover of investment, to the
excess of asset values over liabilities and
stated capital.
Judicial decisions have been quoted to
support the latter view. "Williams vs.
Western Union" has been referred to repeatedly as an outstanding case constituting precedent for this theory. But careful
thinking lawyers seem to have tended
latterly to the opinion that earned surplus,
perhaps excepting premium on par stock
sold, is the only safe basis for the declaration of dividends.
Now comes the State of Delaware, with
amendments to the corporation law,
adopted March 2, 1927, and upsets these
opinions which seemed, to some persons at
least, to be having some effect in the direction of influencing sound practice.
Whether one agrees with the definitions
is beside the point. That economic doctrines may have been violated is another
question. In Delaware this matter of
surplus has been cleared up—definitely,
fearlessly, and in no uncertain terms.
There are four points in the amended
law which are of particular interest to
accountants. The consideration received
for shares of stock without par value may
be divided; part being credited to stated
capital and part to surplus. The excess of
asset values over liabilities and stated
capital is the measurement of surplus.
Dividends may be declared out of any
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surplus. Profits may be determined without taking depletion of wasting assets into
consideration.
Lest there be any question raised as to
the interpretation of these points the following passages are quoted from the law
as amended: "1928, Sec. 14 * * * any corporation may by resolution of its Board of
Directors determine that only a part of the
consideration which shall be received by
the corporation for any of the shares of its
capital stock which it shall issue from time
to time shall be capital; provided, however,
that, in case any of the shares issued shall
be shares having a par value, the amount
of the part of such consideration so determined to be capital shall be in excess of
the aggregate par value of the shares issued
for such consideration having a par value,
unless all the shares issued shall be shares
having a par value, in which case the
amount of the part of such consideration so
determined to be capital need be only equal
to the aggregate par value of such shares.
In each such case the Board of Directors
shall specify in dollars the part of such consideration which shall be capital. If the
Board of Directors shall not have determined (a) at the time of issue of any shares
of the capital stock of the corporation
issued for cash, or (b) within sixty days
after the issue of any shares of the capital
stock of the corporation issued for property other than cash what part of the
consideration for such shares shall be
capital, the capital of this corporation in
respect of such shares shall be an amount
equal to the aggregate par value of such
shares having a par value, plus the amount
of the consideration for such shares without par value. The capital of the corporation may be increased from time to time
by resolution of the Board of Directors
directing that a portion of the net assets
of the corporation in excess of the amount
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so determined to be capital be transferred
to capital account. The excess, if any,
at any given time, of the total net assets
of the corporation over the amount so determined to be capital shall be surplus."
"1948, Sec. 34. The directors of every
corporation created under this chapter,
subject to any restrictions contained in its
Certificate of Incorporation, shall have
power to declare and pay dividends upon
the shares of its capital stock either out of
its annual net profits or out of its net
assets in excess of its capital as determined
pursuant to the provisions of Section 14
of this chapter; * * * . Subject to any
restrictions contained in its Certificate of
Incorporation, the directors of any corporation engaged in the exploitation of
wasting assets may determine the annual
net profits derived from the exploitation of
such wasting assets without taking into
consideration the depletion of such assets
resulting from lapse of time or from necessary consumption of such assets incidental
to their exploitation. Nothing contained
in this section shall prevent the stockholders of any corporation, or the directors
thereof if the Certificate of Incorporation
shall so provide, from setting apart out of
any of the funds of the corporation available for dividends a reserve or reserves for
any proper purpose or from abolishing any
such reserve in the manner in which it was
created."
The wording of Section 14 seems clearly
to indicate that the entire consideration
received for shares having par value, up
to the amount of the par value, shall be
credited to capital. Any amount in excess
of par, or in other words any premium, may
be credited to surplus. But, in case the
shares sold have no par value some part
of the amount received as consideration
thereof must be credited to capital. Thus
it would seem to be illegal where par and
no par shares are sold in combination, to
credit the par value of the par shares to
capital, and all of the remainder of the
consideration to surplus.
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The effect of the statute on the accounting is automatic. That is to say, if the
directors do not apportion the consideration between capital and surplus immediately when shares are sold for cash, or
within sixty days after the transaction
when the consideration is other than cash,
the full amount of the consideration becomes capital.
The other quotations appear to require
little comment. Section 14 goes on to
define surplus as the net assets over and
above capital. Section 34 is explicit to the
effect that dividends may be declared out
of net assets in excess of capital and is
clear as to the position taken on depletion.
A discussion of the wisdom of the latter
provision would involve more time and
space than the present article affords.
(For a discussion of this question see
Reiter, "Profits, Dividends and the Law,"
pages 38 to 42, and pages 139 to 143.)
The significant thing about the amendments to the Delaware law is the precedent
established. Ohio already has followed, to
some extent, the changes instituted by
Delaware. The Ohio amendments are to
become effective June 9, 1927.
In substance, Ohio in the future will permit the consideration received for no par
shares to be divided as between stated
capital and surplus, provided the apportionment of amount is specified at the time of
fixing the amount of consideration.
The Ohio amendments define surplus as
the excess of asset values over liabilities
and stated capital, but exclude, for dividend purposes, surplus which may be
derived from certain sources. Thus, surplus available for dividends may not include such factors as unrealized appreciation, profit on unsold treasury stock,
write-up of inventories, unrealized discount
on investments acquired at less than par,
and unearned interest on notes received
as consideration for instalment sales.
The Ohio law will permit annual profits
to be computed without giving effect to
depletion of wasting assets, and seems to
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settle, by permitting such procedure, the
Some of the perplexities which surquestion of whether or not surplus of con- rounded surplus have been removed by the
stituent companies may be carried over in recent changes mentioned. Accountants
a consolidation. While the Delaware law probably will feel impelled to sanction
is silent on the latter question, probably corporate practices which the law permits.
there is no doubt that such procedure will Economists, undoubtedly, will find it diffibe permissible.
cult to accept any statute which makes
Pennsylvania recently amended slightly possible the declaration of dividends out
the statute relating to no par stock, but the of surplus derived from paid-in capital.
change seems to be of no practical im- The conflict between statutes and ecoportance. It is understood that some nomic doctrines will be interesting to
changes have been made in the Missouri watch as more states follow the example
statutes; however, copies of the new law of Delaware, which probably will be the
are not available at this writing.
case.

Amortization of Discount on Serial Bonds

B

ONDS issued originally at a discount
exceed in number by far those issued
otherwise. An increasing proportion of
these bond issues contain a provision for
their redemption on a serial basis. The
accounting treatment of the bond discount
on the books of the issuing company becomes a practical problem of amortization.
Assume an issue of 5% bonds of $10,000,000 is to be floated, maturing serially
during the succeeding ten-year period, and
the investment house underwriting the
bonds agrees to take over the entire issue
at 90. In making an offer of 90 the investment house perhaps will allow five points
for the estimated expenses of underwriting.
The profit for underwriting will depend
upon the price for which the bonds ultimately are resold. A price of 98 perhaps
would constitute sufficient spread between
the original offer of 90 and the resale price
to permit the investment house to realize a
reasonable profit for underwriting the issue.
The issuing company will be faced with
the problem of disposing of the $1,000,000
bond discount. Two things are fairly
certain about writing off the discount:
(1) it is not necessary for the company to
write off the entire discount in the year in
which the bonds originally are issued;
(2) the discount should be written off
entirely by the time the last bond matures.

Evidently the $1,000,000 discount is to be
amortized in some way over the life of the
bonds, ten years. There are several
methods which may be presented for consideration.
Probably the simplest method for writing
off the discount is the straight-line, or
equal-instalment, method. The total discount is prorated over the entire number of
years that the bonds will be outstanding.
In this case the discount would be written
off at the rate of $100,000 per year for the
ten-year period. This method provides
for the distribution of the discount expense
equally over the life of the bonds. It does
not take into consideration the fact that
the bonds outstanding during the early
years constitute a much greater amount
than the bonds outstanding during the
later years. If the bonds are being purchased in the open market and the discount applicable to bonds purchased by
the company during any year should exceed the straight-line amortization, then
the larger figure would be used.
Care should be taken in wording the
provision for writing off the discount in
case bonds are purchased annually in the
open market and retired through a sinking
fund. The provision may stipulate that
all the discount should be written off on the
bonds as they are retired through the
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sinking fund with the expectation of
retiring approximately one-tenth each year.
The discount to be written off would be
substantially the same as the straight-line
method discussed above provided onetenth or more of the bonds are purchased
each year. However, to go to the extreme,
payments might be made regularly to the
sinking fund, but no bonds purchased until
maturity in the tenth year. The entire
discount then would have to be written
off in the tenth year.
A variation of the straight-line method
which recognizes the decreasing amount of
bonds outstanding is to amortize the discount on a straight-line basis increased by
the entire discount on bonds retired
through the sinking fund. The discount
left unamortized would represent the remaining portion of discount applicable to
the bonds outstanding.
The charges
would be large during the early years,
reducing gradually to small charges toward the end of the period. In case onetenth of the $10,000,000 bond issue was
retired each year the discount to be written
off the first year would be one-tenth of the
total discount, or $100,000 plus the entire
discount remaining on the $1,000,000 bonds
retired the first year, or $90,000, making a
total of $190,000. The amounts to be
amortized would be $20,000 less each year
until the tenth year when the amount
would be $10,000, representing one-tenth
of the $100,000 discount applicable to the
bonds of $1,000,000 par value retired in the
tenth year. This method may be used
when the amounts to be retired each year
are not ascertainable in advance.
Another arithmetical procedure for writing off bond discount is to amortize the
discount by applying the straight-line
principle to each year's portion of the
series of bonds. The discount applicable
to the bonds maturing the first year would
be written off entirely in the first year; the
discount applicable to the bonds maturing
the second year would be prorated over
two years, and so forth, the discount on

45

the bonds maturing the tenth year being
prorated over the ten-year period. This
method presupposes that the bonds will
mature or be retired on a definitely known
schedule. The charges will be very high
during the early years and the discount
written off more rapidly than by any of
the other methods under consideration.
In the case of the $10,000,000 bond issue,
$1,000,000 maturing annually, the discount
to be amortized the first year would be
$292,896.82; second year, $192,896.82;
third, $142,896.82; ...eighth, $33,611.11;
ninth, $21,111.11, and the tenth year,
$10,000.
Two methods which are used quite
commonly are the scientific amortization
method and the bonds outstanding method.
Both of these methods require that the
amounts to be retired each year be known
in advance. The scientific method assumes
that the original discount is entirely an
adjustment of the rate of interest. Under
this method the discount is amortized over
the term of years in such a manner that the
nominal interest on the bonds plus the discount amortized each year is equivalent to
the effective interest on the amount of
principal available. The result is that the
financial costs connected with the bond
issue are distributed so that the charges
each year are a constant percentage of the
funds available that year. The amortization of the discount on the scientific basis is
not as rapid as under the bonds outstanding
or some of the other arithmetical methods.
This is because the arithmetical methods
do not give consideration to the fact that,
from a compound interest point of view,
the later the bonds mature the greater is
the discount thereon.
The bonds outstanding method provides
for amortizing the discount in proportion
to the par value of bonds outstanding each
year. Using the same illustration of the
$10,000,000 bond issue maturing serially
over a period of ten years, there would be
a par value of $10,000,000 outstanding the
first year, $9,000,000 the second year,
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$8,000,000 the third, and so on, the total the exclusion of all other methods. The
being equivalent to $55,000,000 outstand- straight-line method obviously is inapproing for one year. The discount would be priate for serial bonds. The scientific
written off 10/55 the first year, 9/55 the method is logical for the purpose it
second year, 8/55 the third, and so forth, achieves, but the calculations under this
for the entire ten-year period. In this method are upset if bonds are retired ahead
instance the $1,000,000 discount would be of the schedule planned. Probably the
amortized $181,818.18 the first year, $163,- most practical procedure is to apply the
636.36 the second year, $145,454.55 the bonds outstanding method. This method
third, . . . $36,363.64 the ninth, and may be applied with little difficulty; it is
readily susceptible to adjustment should
$18,181.82 the tenth year.
One would hesitate to say that any any change be made in the schedule of
particular method of amortizing bond dis- retirements; and it is conservative at all
count should be used in every instance to times.

O

Our Fluctuating Dollar

U R dollar is defined by law to be
equivalent to 25.8 grains of gold,
nine-tenths fine, no more and no less, and
hence by definition it is a never changing
monetary standard. But a little experience in trying to get the maximum of
utility from a dollar will demonstrate that,
as a medium of exchange, the value of a
dollar is anything but stable. Index
numbers of prices have been prepared to
indicate the extent of variation of the purchasing power of the dollar. So misleading
is our dollar as a measuring unit that it is
possible to have money profits without real
profits and real profits without money
profits.
Suppose a house costing $15,000 in 1910
was sold for $30,000 in 1920. Ignoring
interest and depreciation the owner would
realize a money profit of $15,000 (the
greater part of it taxable income). But
$30,000 in 1920 had less purchasing power
than $15,000 in 1910, so that the net
economic result on the transaction would
be a loss.
Or take the case of the ultraconservative
investor who prefers to avoid stocks and
bonds and other securities. Suppose he
had deposited $1,000 in a savings bank in
1896, yielding 3½% per annum interest.
In 1926 not only did his $1,000 have less
purchasing power than in 1896, but so

much less that the principal of $1,000 plus
thirty years' simple interest thereon had
less value in 1926 than the original principal of $1,000 had in 1896.
Such occurrences are not rare. Endowed
institutions, trust estates, and the like,
being dependent upon a fixed number of
dollars, have suffered in common in the
face of a depreciating dollar. Contracts
extending over any lengthy period of time
and statements or analyses based on various transactions which take place on
widely separated dates all are affected more
or less seriously by a fluctuating dollar
value. The question well may be raised
as to what extent, if any, the changing
value of the dollar should receive recognition in the accounts or in accounting interpretation.
If statistical comparisons of sales volume
are kept in dollars, a decline in dollars
would not necessarily indicate a decline in
volume. In a period of declining prices
sales may fall off, so far as dollars are concerned, without a decrease in the unit
volume. And similarly, where significant
trends are established by means of a
statistical study of ratios, consideration
must be given to the element of fluctuating
money value. In order to avoid misinterpretation in such instances it is necessary to
eliminate the effect of the changing value of
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the dollar. Frequently comparative data
of equal or greater importance can be prepared by employing units instead of
dollars.
Although there are several index numbers
prepared, it may be assumed that one based
on the prices of a large number of representative commodities will be a satisfactory medium for measuring the degree of
variation in the value of a dollar. But is
this general index number to be applied
to all items, or is cognizance to be taken of
the fact that certain assets or other items
have not fluctuated to the same extent as
others? If the book values are adjusted in
accordance with the average price index,
the results will have a tendency to be more
correct, but will not be so necessarily. It
is well known that all commodity prices
do not go up or down with the same rapidity or even change in the same direction
at any one time. While the general price
level may be going up, an inventory of
several million pounds of rubber, for example, may be decreasing in value. An
index number based on several hundred
representative
commodities, therefore,
would not be satisfactory for accounting
interpretation. It would be necessary to
give effect to the change in value with
respect to a dollar of each type of commodity or service to obtain the maximum
results from interpretative data.
The index figure for the close of the year
would not be appropriate for profit and
loss items. An average of twelve monthly
figures would be more suitable, but this
method assumes that income and expenses
are uniform from month to month. For
more accurate results it would be better
procedure to weight the figures by months;
that is, if automobile sales, for example, are
twice as high in April as in August, April
would be given double the importance of
August. No doubt ease of application
would be an advantage in the use of a
general index number and averages, as
opposed to specific index figures for each
item with proper weighting. Whatever
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procedure is used, consideration should be
given to the merits or demerits of the system in their effect upon the accuracy of the
results.
If the fluctuations in the dollar value are
to be given recognition in the accounts,
adjustments would have to be made to put
all the accounts on a comparable monetary
basis without interfering with the usefulness of the information already contained
in the accounts. Separate accounts would
be opened to record the entries relating to
monetary fluctuations. Plant property,
for example, would be represented by three
principal accounts: the asset account at
cost, the reserve for depreciation account,
and an account representing the difference
between the value of a dollar at the date
of the balance sheet and its value at the
time of the original transactions. In a
period of rising prices numerical values
would be increased, and during a period
of declining prices numerical values would
be decreased. The corresponding debit or
credit would be made to a reserve account
which would be included in net worth.
This account would show the net result of
the changes in all the other accounts.
However, it is doubtful whether it is
necessary to record the effects of a widely
fluctuating monetary standard in the accounts in order to give true expression to
financial results. In some respects the
tendency is too great to make the accounts
automatically reflect the desired information rather than to use the facts recorded
in the accounts as a basis for further interpretation. The suggestion has been made
that it may be desirable to treat separately
from accounting proper all that pertains to
the interpretation of accounting results.
The accounts would record only closed
transactions, for once interpretative elements are introduced in the accounts on the
ground of financial expediency, there is no
limit to the extent one may go. Interpretative data could then be given to any
desired degree by way of footnotes, comparative analyses, and the like.
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There is much to commend in this
thought of separating interpretation from
ascertained facts. The cost values represented in closed transactions are like an
anchor, and once we cut loose, we may drift
in any direction. Under present accounting methods the interpretation given on a
balance sheet may be designed for one purpose, but entirely unsuited for other purposes. If full supplementary data were
given separately, the reader could select
that information which was pertinent to his
own use.
The successful accountant of the future
must have some knowledge of business
cycles, for accountants are becoming more
and more advisers in financial matters.
Probably the phase of business cycles of
most importance to accounting are those
phenomena which are attendant upon the
fluctuating value of the dollar. It is
doubtful whether or not the business public
is ready to receive information modified to
give effect to a changing dollar value.
Certainly it does not seem necessary to
give effect to such changes in the accounts.
However, the accountant should recognize
the effect of a fluctuating dollar value and
wherever it may be desirable to modify
his report accordingly, it should be sufficient to incorporate such information in the
supplementary interpretative data.
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who is able to stand twenty-five years of
service in the office of public accountants
and remain good-natured.
Miss Hatfield's record is one of steady
advancement. It seemed to matter little
who initiated recommendations for her increases in compensation. They were always on the basis of "meritorious service,"
"increased efficiency," or "continued good
work."
Miss Hatfield's friends in the organization are legion. She is popular alike with
her co-workers, with the members of the
firm, and with the office boys. Some particular friend let a drop of very black ink
fall on the year of her birth which, strangely
enough, appears on her application form.
So, we couldn't give away any state secrets
if we wanted to.
Going from the lighter vein in which this
article is written, we congratulate Miss
Hatfield on her anniversary. May she
be watching over the destiny of New York
reports when we have all passed out of the
picture. If we know anything about reports then, we shall be content.
News Items
Mr. P. S. Gibson, formerly manager
Philadelphia Practice Office, will come to
the Executive Offices, effective June 1,
1927, for the purpose of assisting in general
practice service.

Miss Hatfield's Twenty-Fifth
Miss Belle A . Hatfield, head of the
Mr. P. P. Rossman, a manager of the
typing division of the New York Report
New York Broad Street office, has been
Department, came into the organization
appointed manager of our Philadelphia
May 15, 1902. She has seen most of us
office, effective June 1, 1927.
foot and check, and compare and prove.
She has seen some copperplate "rough" and
she has puzzled out reams of copy which
Mr. H . A . Hollopeter, assistant manager
were difficult to distinguish from chicken- of our Portland office, is to be congratutracks. Yet she retains her sweet disposi- lated upon receiving the C. P. A. certificate
tion and continues to smile. There is of the State of Oregon, as a result of the
something inherently fine about a person November examinations.
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The Embezzling Pest
THE meanest man in the world often has
been referred to facetiously as the one
who takes candy from a child. The meanest
criminal in the world perhaps may be said
to be the person who violates a trust and
converts to his own use the property of
another left in his custody with the confidence that it will be honestly handled
and duly accounted for.
The motive for homicide, if not immediately apparent, usually is found to be hate,
jealously, fear, greed, or self-protection.
The relationships out of which killings grow
seldom involve the element of betrayed
confidence. One person makes away with
another because of some act or condition
for which the perpetrator of the criminal
deed elects to hold his victim responsible.
In cases of embezzlement there are no
such conditions. Seldom, if ever, is stealing motivated by spite. The act of theft is
premeditated, voluntary, willful, and with
intent to deprive the owner of the funds of
his property. While some of these acts
may be condoned as borrowing they are in
fact conversion, and the law defines the
conversion of funds as embezzlement.
Supplementing this, the code of ethics
makes conversion a violation of confidence;
one of the meanest, lowest, most degrading

forms of offense which the human mind is
capable of conceiving.
With due regard for the thousands of
honest and upright persons who are handling funds and justifying the confidence
reposed in them, every verification of cash
by certified public accountants has in it the
possibility of uncovering a shortage. Every
cash count should be approached as if a
shortage were expected to exist and to be
concealed. The attitude of suspicion is no
reflection on the custodian of funds. It is
the duty of the accountant to uncover
shortages. He stakes his reputation on his
ability in that respect.
Notwithstanding the many honest persons engaged in handling and accounting
for funds, statistics of recent years show
that the percentage of dishonest persons so
engaged is large and increasing. This
element is a menace to business. These
persons are foes of society. They fling
up a challenge to the accountancy profession. Accountants, therefore, not only are
under the necessity of conquering these
particular foes as a means of protecting
their professional reputation, but they have
a duty to business and to society to do their
utmost in ridding business of this lowest
type of criminal—the embezzling pest.
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The Treatment of Surplus from Appreciation of
Depreciable Property
B Y H . L . WILSON, with Haskins & Sells
THE period of increased costs which the books, consideration should be given to
had its beginning during war time, and the relative amount of depreciation which
which has since continued, has led many has been reserved. The accrued depreciaconcerns to have their properties appraised, tion, as determined by the appraisal, is
and to set up the appraised values on the arrived at after a study of the physical
books. Almost invariably these appraisals condition of the property, and hence is
have resulted in a valuation in excess of the assumed to be more accurate than book
book valuation previously carried. There reserves, which are based on estimates of
is doubtless entire agreement among ac- useful life. Suppose that the accrued
countants that the excess of the appraised depreciation as figured by the appraiser is
valuation over the depreciated cost should 50% of the replacement cost of the propbe credited, not to earned suplus, but to erty. If we find that the reserve for desome special surplus account. Many in- preciation, as shown by the books, is only
teresting questions arise, however, in de- 25% of the gross book value of the proptermining the amount of and the ultimate erty, it is apparent that the property has
disposition to be made of this special sur- been under-depreciated. If, on the other
plus, or, as it is frequently called, surplus hand, we find that the reserve for depreciation carried on the books is 75% of the
from appreciation.
The amount of the surplus from appre- gross book value, we know that the propciation is not necessarily the difference erty has been over-depreciated. There
between the appraised value and the net seems to be no question that the reserve
book value. If, before the making of the for depreciation of each class of property
appraisal, repairs were capitalized or in- as shown by the books should be adjusted
adequate depreciation was provided, the so that it bears the same ratio to the gross
treatment of such a difference as surplus book value of the property as the accrued
from appreciation would result in an under- depreciation shown by the appraisal bears
statement of surplus from appreciation to the depreciated replacement cost. This
offset by an overstatement of surplus from adjustment of the reserve for depreciation,
operations. If, on the other hand, addi- together with any adjustments resulting
tions and improvements have been charged from the examination of the property and
to expense, or the property has been over- related accounts, should be charged or
depreciated, such treatment would result credited, as the case may be, to earned
in an overstatement of surplus from appre-surplus. The excess of the appraised
ciation offset by an understatement of sound value over the net book value adsurplus from operations. In order to in- justed as above is the true surplus from
sure the correct determination of surplus appreciation.
The question now to be considered is:
from appreciation, not only must the
appraisal be correct, but the net book What ultimate disposition should be made
value of the property must be properly of this surplus from appreciation?
Since the surplus from appreciation arose
stated. Of course, the only method of
determining that the book value of the in connection with the revaluation of deproperty is correctly stated is to make an preciable property, there seems to be no
examination of the property and related question that it should be entirely extinguished upon the expiration of the useful
accounts.
Before setting up the appraised values on life of that property. Moreover, inasmuch
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as the reserve for depreciation, upon the
expiration of the useful life of the property
must be equal to the gross book value of
the property (allowing for salvage), it
follows that the surplus from appreciation
will be used, directly or indirectly, in increasing the reserve for depreciation.
It is realized that the individual items
in the property appraised will not all have
been uniformly appreciated and that they
have remaining lives of different lengths.
Scientific treatment of the surplus from
appreciation would therefore require a
determination of the surplus from appreciation on each piece of property and a
distribution of each such amount over the
remaining life of the piece of property to
which it applies. But such treatment of
the matter will seldom, if ever, be adopted
because of the large amount of detail involved. The alternative is to spread the
surplus from appreciation over the average
remaining life of each general class of property. Any inequities in this treatment
usually will be of little practical consequence. The problem, therefore, is to
arrive at a formula which will serve to
spread the surplus from appreciation over
the average remaining life of each general
class of property. Let us assume that the
facts are as follows:
Total Buildings Machinery

A—Appraised replacement
cost—new
$180,000
B—Accrued depreciation. . . 58,000

$80,000 $100,000
8,000 50,000

G—Depreciated replacement cost

$122,000

$72,000 $50,000

D—Gross book value
$140,000
E—Reserve for depreciation
—as adjusted
46,000

$60,000 $80,000

F—Net book value.......

$94,000

$54,000 $40,000

G—Surplus from appreciation (C minus F)

$28,000

$18,000

6,000

40,000

$10,000
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carried on the books. We shall leave
out of consideration, for the purpose of
this illustration, the residual value of the
assets.
Referring first to the asset "Buildings,"
we must eventually, therefore, provide a
reserve of $80,000, which is the amount of
the appraised replacement cost to be set
up on the books. Depreciation, as calculated by the appraiser, already amounts
to $8,000, which will, of course, be set up
on the books when the appraised replacement cost is set up, and which will leave
an amount still to be depreciated of
$72,000. We note, first, that the undepreciated cost of the buildings is $54,000
(which amount must be charged to operations over the remaining life of the buildings) and second, that the surplus from
appreciation is $18,000 (which amount
must be charged against surplus from
appreciation over the remaining life of the
buildings). The total of these two items
is $72,000, which is also the remainder of
the replacement cost still to be depreciated.
Assuming that we have adopted a depreciation rate of 2% for buildings, the annual
depreciation charge will be 2% of $80,000
(appraised replacement cost), or $1,600.
This charge is to be allocated to operations
and to surplus from appreciation. It is
logical that the division should be made
on the basis of the relative amounts of the
undepreciated cost and the surplus from
appreciation as shown above. The allocation is made, therefore, as follows:
Undepreciated cost
Surplus from appreciation

$54,000
18,000

Depreciated replacement cost
Depreciation charge—
To operations—75%
To surplus from appreciation—25%

$72,000

Total

—

75%
25%
100%

$1,200
400
$1,600

It should be remembered that the reserve for depreciation upon the expiration The allocation of the depreciation of
of the estimated life of the assets must be machinery would be made according to the
equal to the value at which the assets are same principle. Summarizing the charges
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for both buildings and machinery, we have
the following:
Annual depreciation (based
on A; Buildings 2%,
Machinery 10%)
Ratio of G to C
Charge to Surplus from
Appreciation
Charge to Operations

Total Buildings Machinery

$11,600

$1,600 $10,000
25%
20%

2,400

400

2,000

$9,200

$1,200

$8,000

The procedure to be followed in ascertaining the amount to be charged against
surplus from appreciation may accordingly
be stated as follows: There should be
charged annually against the surplus from
appreciation of each class of property such
a percentage of the annual depreciation
charge as is represented by the ratio of the
surplus from appreciation of that class of
property to its depreciated replacement
cost. (The remainder of the depreciation
charge will be allocated to operating expenses.)
So long as no charges other than depreciation of the appreciation are made to
surplus from appreciation, the amount of
the annual charge will remain unchanged.
It sometimes happens, however, that other
charges are made to surplus from appreciation, such as stock dividends declared,
and intangible capital assets written off.
Of course, if such charges should entirely
extinguish the remaining surplus from
appreciation, the entire depreciation charge
would thereafter necessarily be applied
to operations. If, however, only a portion
of the surplus from appreciation should be
absorbed by such charges, it would become
necessary to determine how the remaining
surplus from appreciation should be spread
over the remaining life of the assets appreciated. According to the formula previously given we should charge annually to
surplus from appreciation such a percentage of the annual depreciation charge as
is represented by the ratio of surplus from
appreciation to depreciated replacement
cost. We must therefore calculate this
ratio anew. Using the figures shown in
the preceding illustration, the following
example is given:

July
Depreciated Replacement Cost
Total

Buildings Machinery

Per appraisal
$122,000 $72,000 $50,000
Less depreciation—first year
11,600
1,600
10,000
Balance—end of first year $110,400

$70,400 $40,000

(It should be observed that additions
subsequent to the appraisal should be
excluded in arriving at the depreciated
replacement cost.)
Surplus from Appreciation
Total Buildings Machinery

Original surplus from appreciation
$28,000 $18,000 $10,000
Less charge—first year
2,400
400
2,000
Balance—end offirstyear
Less stock dividend (allocated to building and
machinery in proportion
to the amount of each
item)
Remainder of surplus
from appreciation. . . .

$25,600 $17,600

$8,000

10,000

6,875

3,125

$15,600

$10,725

$4,875

In accordance with the formula, we
must now determine the ratio of surplus
from appreciation as revised, to the depreciated replacement cost. For convenience,
the items are listed below:
Total

Buildings Machinery

(a) Depreciated
replacement cost
$110,400 $70,400 $40,000
(b) Surplus from appreciation
15,600
10,725
4,875
Ratio of (b) to (a)

15.23% 12.19%

The allocation of the depreciation charge
as between operations and surplus from
appreciation is made as follows:
Total

Buildings Machinery

Annual depreciation charge
as given above
$11,600
Ratio of (b)—to (a) as above
Annual charge to surplus
from appreciation
1,463
Annual charge to operations

$10,137

$1,600 $10,000
15.23% 12.19%
244

1,219

$1,356

$8,781

It is logical that, as shown in the illustration given, the charge to operations
should be proportionately increased in case
any of the surplus from appreciation is
absorbed through charges other than the
periodic amortization.
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If property is not retired from service
before the expiration of its estimated average useful life, the amount of the surplus
from appreciation of such property will
have been extinguished upon its retirement. If, however, through obsolescence,
inadequacy, or other extraordinary cause,
property is retired before the expiration of
the estimated average useful life, a charge
should be made against surplus from
appreciation in order to take out of that
account the amount of the surplus from
appreciation on the particular property
retired which had not theretofore been
taken out. If we were to be precise in
determining the remaining surplus from
appreciation on a given piece of equipment,
we should have to find out the amount by
which that particular piece of property
had been appreciated and deduct from this
appreciation the amount that had been
charged thereto covering this particular
equipment. But since we have adopted
the policy of writing off the appreciation on
the basis of the average rate of appreciation
and the average estimated remaining life
of each class of property, we shall use an
average in determining the remaining
surplus from appreciation in the case of
property retired from service.
Before we can determine the amount to
be charged against surplus from apprecia-
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tion covering such property retired from
service, we shall have to consider the
amounts relating to machinery as a whole.
Continuing with amounts used in previous
examples, let us assume that:
The machinery was appraised at
$100,000
There was accrued depreciation at the
date of appraisal of
$50,000
The depreciation for the ensuing year
was
10,000 60,000
Therefore the depreciated replacement cost at the end of the year is
or 40% of the appraised replacement cost.

$40,000

It follows that if all the machinery were
to be retired at that time, 40% of the
appraised replacement cost would have to
be written off. According to a previous
example, 20% of all charges for depreciation of machinery must be made against
the surplus from appreciation.
Assume that a machine with an appraised replacement cost of $500 is retired
at the end of one year after the appraisal.
The charge to surplus from appreciation
would be computed as follows:
20% of 40% of $500, or $40
While it may not be strictly accurate to
use averages in determining the charge to
surplus from appreciation in the event of
retirement of property before the expiration
of its estimated useful life, this method
seems to be the only practicable one and
is sufficiently accurate.

Accounting for Dividends Payable in Capital Stock of No Par Value

A

L T H O U G H the nature of a stock
dividend payable in par-value stock
has been questioned from time to time, the
accounting entries necessary to record
such transactions never have occasioned
any difficulty. In the case of a stock dividend payable in stock without par value,
however, there is some doubt as to the
amount of surplus, if any, to be transferred
to the capital account.
The purposes for which a stock dividend
is declared are not always clear. Presumably a certain portion of the accumulated profits is to be capitalized. It may
be that the stock carries too high a market

value for trading purposes and new stock
is distributed to reduce each share's proportionate part of the total equity. Or it
may be that the directors do not care to
pay out a cash dividend, and so a stock
dividend is declared. Regardless of purpose, the effect of a stock dividend payable
in par-value stock always is to reduce the
amount of surplus available for future cash
dividends by capitalizing an amount of
surplus equivalent to the total par value of
the stock paid out. This, however, is not
necessarily true of dividends payable in
stock without par value.
Just as with other matters concerning
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no-par stock, the treatment of no-par stock
dividends in the accounts depends in part
upon the laws of the state involved. In
those states providing for a stated value
upon stocks with no par value, such stated
value would, for the present purpose, be
analogous to par value. The proper amount
of surplus to be transferred to capital under
these circumstances would seem to be the
stated value per share times the number
of shares distributed.
There may be some doubt as to whether
this entry is required in case the board of
directors already has transferred a sufficient amount of surplus so that the stated
capital is equivalent to or exceeds the
aggregate stated values of all the shares
outstanding after the dividend distribution is made. In the absence of a provision for stated values, it would seem that
the board of directors could transfer any
amount, or no amount, of surplus to stated
capital, especially in view of the fact that
boards of directors have considerable
power in determining the prices at which
no-par-value shares shall be issued and in
some instances have the power to determine how the consideration received shall
be allocated as between capital and surplus. In case no amount is transferred,
however, the question might be raised as
to whether the legal requirements have
been met concerning the consideration
received for the dividend shares.
Although it seems desirable that some
amount of surplus should be capitalized
when no-par-value shares are issued as a
dividend, there still remains the matter
of selecting the method of ascertaining
this amount to be transferred to capital.
Among the methods which have been suggested are those based on market value,
book value, and the average consideration
received from previous sales of no-par stock.
Assume a corporation with $500,000
capital, a surplus of $120,000, and 10,000
shares of nonpar-value stock outstanding
having a market value of $75 a share. A
stock dividend of 2,500 shares is declared.
To transfer an amount of surplus to capital

July

equivalent to the market value of the new
shares issued would not be feasible because
of insufficient surplus. The number of
shares, 2,500, times the market value a
share, $75, is $187,500, while only $120,000
of surplus exists. The same objection
holds for the book-value method. In this
case the book value is $62 a share, the book
value of 2,500 shares being $155,000.
Neither market value nor book value can
be defended for all instances, because both
values change as soon as additional shares
have been issued.
Suppose the 10,000 shares had been issued in three blocks, 5,000 shares at $40 a
share, 3,000 shares at $56, and 2,000 shares
at $66. The average consideration received is $50 a share. To use this figure as
the basis for capitalizing surplus would
seem to be logical since it is an effort to
maintain the same capital value for each
share. But even then, as in this case, it
cannot be certain that the surplus will be
adequate. Furthermore, there may have
been interim transfers of surplus to capital
so that the capital value of each share
exceeds the average consideration received
per share. Or, as is permissible in some
states, all of the consideration received
may not have been allocated to capital.
In general, it seems that the amount of
surplus to be capitalized should be an
amount which would maintain the capital
value of each share at approximately the
same figure.
The board of directors has the power to
capitalize any arbitrary amount of surplus
limited only by the amount of surplus
available, or, as has been stated above,
no amount need be capitalized. The
latter procedure is based on the assumption that since no new capital has come
into the company, no money entry should
be made. Under this theory, the capital
account Would consist of all actual capital
contributions and nothing more. However, in such instance, a stockholder may
not dispose of the additional shares received as a dividend without jeopardizing
his original investment which is repre-
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sented in the capital stock account, be- facts applicable thereto. If the laws of the
cause the undiminished surplus may be state have been complied with, and the
drawn upon for future cash dividends.
action of the board of directors has been in
No single method for determining the harmony therewith, the accountant can
amount of surplus which should be capi- offer his opinion as to what he considers
talized when a no-par stock dividend is the best procedure for handling no-pardeclared, can be advocated which would value stock dividends in the accounts, but
be appropriate in all instances. Each case he cannot insist that any other action be
must be treated in the light of the specific taken.

Book Review
Hatfield, Henry Rand. Accounting.
(New York, D . Appleton and Company,
1927. 548 p.)
It would indeed be with regret that one
would give up such a friend as Hatfield's
Modern Accounting, if it were not for the
fact that Accounting, its supplanter, is
written by the same author. Modern
Accounting, published in 1909, was one of
the earliest American contributions to
accounting literature presenting the theory
of accounts as distinguished from bookkeeping technic. That, eighteen years
later, this volume should still maintain its
high position in the literature of accounting,
is sufficient evidence that the frequent
reference to this work as an "accounting
classic" is well merited.
Accounting is, in some measure, a revision of the author's earlier book. The last
two decades, however, have been so
fruitful in the progress which has been
made that this later volume must be considered something more than an ordinary
revision. The author has extended his
comments on many of the matters discussed therein and also has introduced
new material in two chapters on the consolidated balance sheet and the interpretation of the balance sheet respectively.
The introductory chapters on the theory
of double entry bookkeeping have been
omitted in the present volume.
The book is not an elementary one. It
does not attempt to treat the mechanics of
bookkeeping. The author has presented
the problems of current accounting practice in a dispassionate, rather than argu-

mentative, manner. In view of the fact
that there is no uniformity of opinion upon
many questions, the author's purpose is, as
quoted from the preface to the earlier publication, " . . . to show the existing variations rather than to attempt to formulate
rigid rules. The comparative study of
accounting practice will, perhaps, be a
greater service to accounting science than a
more dogmatic treatise." Professor Hatfield accordingly has drawn freely from
current practice for his illustrations. The
frequent citation of court decisions, the
numerous references to other writers,
European and American, and to the legal
provisions of the European countries, give
one the feeling that nothing has been left
undone to make the work a thorough one.
The tolerant attitude which Professor
Hatfield exhibits toward differences of
opinion is soothing when compared with
arbitrary statements of others that the
only correct procedure in a given instance
is thus and so.
The theoretical argument, as given on
page 162, that depreciation might be considered a function of profits is interesting
indeed, especially in the light of the efforts
which have been made to eliminate this
procedure in practice. As Professor Hatfield later points out, accountants are
agreed that to charge off more depreciation
in prosperous years and less when profits
are less is improper.
Chapters X , X I , and X I I on profits and
dividends are noteworthy indeed. The
argument in favor of permitting a corporation operating wasting assets to pay
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dividends without making allowances for
depletion is presented well. As Professor
Hatfield points out, a mining venture
is not necessarily a permanent undertaking. It is of a speculative nature.
Stockholders may prefer to have the fruits
of such exploitation returned as soon as
possible to invest in another venture rather
than have them invested for a period of
years in securities yielding a low rate of
interest. In the author's own words " . . .
it seems absurd to require that a body of
capitalists willing to invest in a peculiar
speculative enterprise should be forced to
form what is practically a trust company
to invest part of the annual receipts against
some far distant day of accounting."
A chapter is included on the statement
of affairs although it is doubtful whether
such a statement is to be found very often
in the United States outside of textbooks
and examinations. There also is included
an appendix of sixty-three pages containing
problems which, rather than to constitute
a memory test, serve to test the reader's
grasp of the principles involved. Frequent efforts to ascertain quickly what
"Hatfield" has to say on one subject or
another cause one to feel that the index
could be more comprehensive to do justice
to the wealth of authoritative information
contained in the book.
Accounting is a finished piece of work on
current principles and practice. It deserves a place in every accounting library,
large or small. It is a valuable reference
book serviceable to student and professional accountant alike. A volume of the
character of Hatfield's Accounting is indeed
a welcome addition to the literature of
accounting.
News Items
Mr. Ludlam is planning to sail on the
S.S. Leviathan July 2 for Europe. He will
go direct to Paris and visit the various
European offices during his proposed stay
of about two months.
Mr. Wildman has returned from New

July

Orleans where he has been assisting the
State of Louisiana in the prosecution of the
case of State v. F. C. Glover, et al., charged
with embezzling $94,000 from Guaranty
Plan Corporation of New Orleans, Louisiana.
This case is one in which six members of
the office force were in collusion, one of the
six being the stenographer. Two of the
men turned State's evidence and have not
been prosecuted. The ringleader changed
his plea to guilty at the opening of the
trial and was given a sentence of from seven
to twelve years. The remaining two stood
trial and were convicted of embezzlement.
Sentence has not yet been imposed.
A recent cable from M r . Morris announced the sudden death in Milan, Italy,
on the night of June 8, of Mr. Charles F.
Smith, formerly of the Thirty-ninth Street
practice office staff. M r . Smith had been
assisting the European organization and
had been complaining of illness for several
days prior to his death. The precise cause
thereof is unknown, but is thought to have
been acute gastritis. Mr. J . M . Brennan is
en route to the United States with the body
on the S. S. Duilio. M r . Morris is still in
Europe and his return to this country is
indefinite.
We also convey, with deep regret, the
notice of death in Atlanta, Georgia, on
May 19, of Mr. L . C. Matthews, formerly
manager of our Atlanta office. Although
Mr. Matthews had not been connected with
our organization for some time prior to his
death, he had many friends and acquaintances in our organization who will learn
of his death with sincere sorrow.
Mrs. Dudley C. Morris, who has been
connected with the financial department of
the Executive Offices for some time, sailed
for Paris on June 22 to take the position of
secretary of that office. Mrs. Morris'
husband, who died in November, 1924, was
formerly a member of the firm of Haskins &
Sells.
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An Accountant's Holiday
B Y E . E . BERGMAN

(Of the New York Thirty-ninth Street Office)
They say the busman on his holiday,
Isfirstto clamber aboard a bus,
And a patrolman loafing for a day,
Is always longing to subdue a fuss,
So taking their course a C. P. A.,
Should cast up his accounts on his free day.

Before summing up all your assets,
Audit and analyze well your health,
For without a credit balance in this account,
Of what possible use is your worldly wealth,
Let the golden rule show up well in the black,
With a string of entries of "slaps on the back."

Out under the leaves of a sturdy oak,
Ensconsed in some nice shady nook,
With your pad and pencil upon your knee,
Set down the balances from your book,
How many assets has the past year given,
With what liabilities was your conscience riven.

Clear out the accounts of hate and revenge,
Pay all accounts payable—play fair and square,
Deduct from your surplus all wrongs committed,
And a schedule of all little mean deeds prepare,
Weigh the liabilities well, in your comments include
To be tolerant and broad and least ways a prude.

No dollars or cents in this balance use,
Let only the good compare with the bad,
And after the double-ruled line at the close,
You'll see what a year you have really had,
And e'en tho' you've suffered thru fortune's weal,
You've gained if you've lived true to your ideal.

To show to the world your best side as it were,
To help those who may falter or those who go slow,
To not be too selfish or arrogant, too,
Or be vain and your little authority show,
With all this put down, go with joy on your way,
You have cast your accounts for a year and a day.

Your kindness to others should show an increase,
Your "good thoughts" receivable should also gain,
While cash should pile up it matters not much,
If reserves not set up against sorrow and pain,
Our conscience controls our ledger account,
And without a clear mind our assets can't mount.

(Editorial Note: Although it is not customary to include
poetry in the BULLETIN, in view of the fact that "An
Accountant's Holiday" has a professional slant and that
this issue of the B U L L E T I N is written in a lighter vein, we
are departing in this number from our usual policy.)
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Vacations and "Vacations"

V

ACATIONS usually bring to mind
thoughts of travel, of recreation, or
diversion of one form or another. We
think of relaxation, a change of scenery,
meeting new people—forgetting entirely
our places in the industrial world—presumably with a view to renewing our physical energy and refreshing our mental
powers.
But vacations have purposes other than
those relating to the welfare of the individual. Vacations not only serve to test the
efficiency of an organization, but they present opportunities for the training of subordinates and for independent investigations to see that all is going well.
We have in mind a model cashier. He
always went to business early and quit late.
He refused repeatedly to take a vacation.
He never smoked nor drank. He had the
utmost confidence of his employers. But
one day auditors discovered a shortage of
$200 in his accounts. Further investigation developed a shortage of $80,000. E n forced vacations have become the rule in
this house.
In another instance a bank suffered a
shortage of over $150,000. The embezzler
had always arranged his vacation at a time

other than over the end of the month.
Among the practices which this bank has
instituted to prevent further irregularities
of this nature is included a system of rotation of duties whereby tellers are removed
from their regular cages and assigned to
other cages at unannounced dates, usually
over the end of the month, and a requirement that all vacations must be taken over
the end of the month.
Vacation time is a good time to see if
others would be ready to step in, should
certain employees become ill or leave the
organization permanently. It is not sufficient for the progressive individual to prepare himself for the job ahead. He must
train others beneath him to take his place
when the proper time comes. Some of our
pioneers in industry have failed in this
respect.
And so while most of us are concerned
about our personal vacation pleasures, it
would be well for commercial organizations to consider the self-protection element of vacations. Vacations are mutually beneficial to the organization and the
individual alike. Each should take full
advantage of the opportunities presented
by vacations.

We Omit the Secretaries

mobile tour through southern Maryland
and Virginia.
Mr. Dykes intends to visit friends at
Macon, Georgia.
Messrs. Gawthrop and Stone spent their
respective vacations on motor trips through
New York State.
Mr. Swan plans to play golf while visiting friends in Albany, New York.
Messrs. Krieb and Steffey expect to
gofishingon the eastern shore of Maryland.
Mr. Koerner is planning an automobile
trip through the Blue Ridge Mountains.
Mr. Conaway plans to spend his vacation
at Ocean City, Maryland.
Mr. Horton intends to go to Buckroe
Beach, Virginia.

Responses to requests for vacation notes
came forth in such volume that it was found
necessary to omit some of the notes.
After long and thoughtful figuring it was
found that the copy would fit the space
available if we were to say that all office
secretaries are enjoying much needed rests.
Hence, our decision. Their individual
plans suggest that "a good time will be
had by all."
Baltimore
Messrs. Taylor and Rountree plan to
spend their respective vacations at Atlantic
City, New Jersey.
Mr. Reamy expects to take an auto-
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Mr. O'Neal will visit his old homestead
at Manteo, North Carolina.
Mr. Forgan expects to go to Royal Oak,
on the eastern shore of Maryland.
Mr. Greenland will visit his old homestead in Harford County, Maryland.
Birmingham
Mr. Matthews is planning to spend his
vacation on his father's plantation near
Monroe, Louisiana, in the heart of the district which was flooded.
Boston
Mr. Fuller will sail July 23 on the S.S.
Veendam for France. He will spend about
two weeks in France and Belgium returning
August 17 on the S.S. France.
Mr. Rigby will spend two weeks on Cape
Cod with his family.
Mr. Sammond expects to devote his vacation to studying for the C. P. A. examination.
Mr. McIsaac will spend two weeks
motoring through the White Mountains
and Canada.
Mr. Soney had a pleasant vacation at
Briarcliff Farm, South Lyndeboro, New
Hampshire.
Mr. Campbell expects to spend two
weeks with his brother at the latter's
cottage at Pocasset on Cape Cod.
Buffalo
The following letter was received from
the Buffalo office in response to the request
for vacation news:
"Recalling the statement in the opening
paragraph of the July, 1925, vacation
number of the B U L L E T I N that 'Vacation
time is a time when the editor who must
needs supply material for the edification
of readers cries aloud for copy, etc.,' and
the fear therein expressed that although
loud and plaintive the cry nevertheless
might be in vain, your request for current
vacation news impresses us as a dual opportunity—to help the editor (we say this
with a feeling of modesty) and to boost
Buffalo.

59

"This city and vicinity present such an
ideal summer climate (copies of official
weather reports gladly furnished upon request to all interested persons), that being
away from town for any length of time
during the regular vacation period is considered only with apprehension.
"There are several reasons why summer
vacation trips from Buffalo are not as
attractive as from some other points of
the compass. In the first place the real
vacation time in this locality is during the
winter, when, for sundry good reasons, we
cannot participate. Everyone who can
do so at that time goes to Florida, or to
California, or perhaps to the Mediterranean. Then during the months which
are considered by some of the more unfortunate as those likely to be accompanied
by excessive heat waves, one living here
simply does not feel an 'urge' for colder
climes. Finally, as Buffalonians, we like
to stay around home during the summer in
order to greet the visitors who are wise
enough to include this territory in the itinerary of their vacation trips, and show
them the wonders of Niagara Falls, the
importance of which (at least as to the
'other side') has now been restored to the
standing of former years through the recent
enactment of certain liberal legislation in
the Province of Ontario.
"And so, for the benefit of those who
may be interested in the whereabouts this
summer of the Buffalo organization, and
to those who may possess the degree of
wisdom above referred to combined with
opportunity, we say that for the most part
(and unless it becomes absolutely necessary
to go south for a while in order to get
warm), we expect to be in, or at least within
call of, the city at all times.
"As it is claimed by some enthusiasts
that the opening of the new Peace Bridge
makes Ontario just another suburban section of Buffalo, we can safely leave to the
imagination the import of that event on
our travel plans in the event we should
decide to do a little vacationing this summer, so as not to get entirely out of form."
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Chicago

Mr. Rossetter is planning to spend his
vacation with his son, George, at Trapper
Lodge, 16-1 Stock Ranch, Shell, Big Horn
County, Wyoming. He anticipates spending most of his time horseback riding and
trout fishing.
Mr. L . P. Gallagher plans to spend his
vacation playing golf and motoring in
Wisconsin.
Mr. Welsch is planning a trip to the West
including a visit to Yellowstone Park and
other points of interest.
Mr. R. A . Gallagher is planning to devote most of his time motoring through the
states in the vicinity of Illinois.
Mr. Duncombe will spend his vacation
with his family in the lake region of Wisconsin.
Mr. Wallace expects to spend his vacation in Minnesota, where he and Mrs.
Wallace will play golf.
Mr. Shearhod plans to take a trip
through Peoria and Lincoln, Illinois, and
from the latter point to Twin Lakes,
Michigan, where he expects to spend the
remainder of his vacation.
Mr. Haugh will devote his vacation time
studying for the C. P. A. examination.
Mr. Hoffman plans to motor to Wisconsin and Minnesota, where he expects to
camp.
Mr. Taylor will spend the major part
of his vacation playing golf.
Mr. Luttring enjoyed a tour of the East,
visiting Detroit, Niagara Falls, Washington, and New York.
Mr. Small will devote his vacation to a
honeymoon trip.
Mr. Deihl had a pleasant vacation at his
home in Lancaster, Pennsylvania, where
he enjoyed a few games of golf.
Mr. Lemke will go on a fishing trip in
Wisconsin.
Mr. Finch enjoyed a pleasant vacation in
Iowa, swimming and fishing.
Mr. Cole will spend his vacation becoming acquainted with the innumerable
beauty spots, museums, parks, and other
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places of interest in Chicago about which
visitors know a great deal but, M r . Cole
says, of which he knows nothing.
Mr. Steinbrecher plans to go motoring
and camping in the vicinity of Chicago.
Mr. Schwertfeger states that he will
spend his vacation endeavoring to improve
his golf game.
Mr. Grosse expects to go on a fishing trip
in the northern woods of Wisconsin.
Mr. Lexin enjoyed a vacation swimming,
fishing, and motor-boating in northern
Wisconsin waters.
Mr. Lucia will devote his vacation to
renewing associations of Alma Mater days
at Madison, Wisconsin, and fishing in the
lake region of that state.
Mr. Zehnder is planning to spend his
vacation in the land of fast horses and
beautiful scenery—the bluegrass section
of Kentucky—swimming in the quiet
solitude of the Kentucky River.
Charlotte
Mr. Hutchinson anticipates enjoying
several short motor trips through the Blue
Ridge and Great Smoky Mountains of the
western Carolinas.
Mr. Cardwell hopes to improve his golf
scores while enjoying a rest at Johnson
City, Tennessee.
Mr. Stitely is planning a motor trip
through the valley of Virginia and will visit
relatives and friends in Washington and
vicinity.
Mr. Wilier will spend his vacation in
Washington and on the eastern shore of
Maryland.
Mr. Mulkey will spend his vacation
camping and fishing at Wrightsville Beach
and other points along the Carolina Coast.
Cincinnati
Mr. Swormstedt is planning to spend his
vacation planting trees and shrubbery
and doing such other things as are necessary to make a new home more attractive.
Mr. Mischler will spend his vacation enjoying a boat trip on the Great Lakes.
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Mr. Deutemeier expects to go on a
Mr. Ansley, accompanied by his family,
fishing trip to Dix River Dam, near Lexing- will drive to his former home in Alabama.
ton, Kentucky.
Mr. Pitcaithly will try fishing in the
Colorado
mountain streams in September.
Cleveland
Mr. Madge will spend his vacation with
Mr. Porterfield is planning to spend his his mother in Huntington, West Virginia.
vacation with his family in sunny CaliMr. Hillman enjoyed a pleasant vacation
fornia, playing golf and attending the in California.
convention of the American Institute of
Mr. Pollard hopes to find diversion in the
Accountants to be held in Del Monte.
Colorado mountains.
Mr. Patch intends to motor through the
East with his family.
Detroit
Mr. Olin will devote his vacation to imMr. Tilton plans to spend a few days on
proving his golf game in addition to taking
his
farm.
short motor trips.
Mr.
Bullock will take some boat trips,
Mr. Allen expects to visit his parents
in
addition
to playing golf.
in Washington, D. C.
Mr.
Drake
will stay at Gratiot Inn, on
Mr. Neptune is planning to visit relaLake
Huron.
tives and friends in Chicago.
Mr. Karley will motor to his former home
in eastern Ontario.
Dallas
Mr. Glass expects to take a trip to sunny
Mr. Goodson is spending his vacation
California.
on an automobile trip through Arkansas.
Mr. Hall will drive to Muskoka Lakes in
Mr. Adams expects to take his family
Canada.
on a motor trip through New Mexico.
Mr. Reed has planned a fishing trip in
Mr. Curran will spend his vacation with
northern Michigan.
his family on a ranch in southwest Texas.
Mr. Meredith expects to stay at a cotMr. Dunning is planning to take an tage on Lake Erie.
automobile trip to Colorado.
Mr. Weber will take a motor trip to
Mr. Siemoneit enjoyed a pleasant fishing Niagara Falls and the western New York
trip to Lake La Rue in east Texas. He lakes.
reports a "big catch" of black and rock
Jacksonville
bass.
Mr. Land combined his vacation with
Mr. Hill expects to stop for a short
a honeymoon going to San Antonio and period in the vicinity of Asheville, North
other points in Texas.
Carolina, and, if possible, to attend later
the convention of the American Society of
Denver
Certified Public Accountants at Pittsburgh.
Mr. Lawrence hopes to spend some time
on the Pacific Coast in advance of the
Kansas C i t y
meeting of the American Institute of AcMr. Riley, accompanied by his son, will
countants.
spend his vacation in northern Minnesota
Mr. Trant states that his vacation will
at a lake resort, where boating, fishing, and
include the rodeo in Cheyenne, Wyoming.
tennis predominate.
Mr. Kincheloe took a motor trip the
Messrs. L a Rue and Schoenfeldt are each
latter part of May to his former home in
planning to take an automobile trip.
Kentucky.
Messrs. Durham, Hadden, and Calhoun
Los Angeles
expect to go fishing near Mesa Verde,
Mr. Hahn will spend his vacation playing
Colorado.
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golf and motoring at Carmel, where he has
been going for a number of years.
Mr. Carman is planning to do some fishing and mountain climbing, first in the San
Jacinto Mountains and later in the Sierras.
Mr. Gregory expects to enjoy swimming
and tennis at Del Mar in July.
Mr. Abshire intends to go to Big Bear
Lake in the San Bernardino Mountains.
Messrs. Barker, Muller, Anderson,
Beaver, and Warnstaff will drive to Yosemite. They will return by way of Monterey and the coast route.
Messrs. Lewis and Reid will go to Lake
Arrowhead in the San Bernardino Mountains.
Mr. McFarland will stay at his cabin in
Ice House Canyon in the San Gabriel
Mountains.
Mr. MacKay expects to go to Seven Oaks
in the San Bernardino Mountains.
Messrs. Moore and Wade are planning
to go to Laguna and Santa Monica Beaches,
respectively.
Messrs. Webster, Eads, and Hart intend
to spend their vacations at Santa Catalina
Island.
Mr. Smith expects to go to San Francisco
on his vacation.
Messrs. Pulliam and Gendron are planning motor tours of Southern California.
Mr. Maddocks expects to spend his
vacation on a ranch near Vista.
Manila
The Manila office informs us that the
word "vacation" doesn't mean much at this
time of the year as it practically rains continuously from June to October. They
advise us further that next year we may
expect to be regaled with tales of languid
days spent in the tropical Southern Islands
or of blood-curdling adventures in Northern
Luzon among the head-hunting Igorotes.
Minneapolis
Mr. Wagner expects to go with Mrs.
Wagner to Minaki, Ontario, where the
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principal diversions will be golf, tennis, and
fishing.
Mr. Hauge has had one week of his vacation which he spent traveling in the East
after attending a conference in the Bureau
of Internal Revenue. He expects to spend
the remainder of his vacation in northern
Minnesota trying to catch fish.
Mr. Carleton enjoyed one week of his
vacation at the Carleton family farm at
River Falls, Wisconsin. For the remainder of his vacation, he expects to accept an
invitation to go to Isle Royale in Lake
Superior to fish for lake trout.
Mr. Ritchie will motor to Chicago,
accompanied by Mrs. Ritchie, their small
son, and M r . Ritchie's mother. They will
return through northern Minnesota and
Wisconsin.
Mr. Rowe is planning to fish in some of
the 5,000 lakes of northern Minnesota.
Mr. Harris expects to go with Mrs.
Harris to the family farms in northwestern
Minnesota to supervise the threshing.
Newark
Mr. Coursen enjoyed a very pleasant
holiday with his family at Raquette Lake
in the Adirondacks during the latter part
of July.
Mr. Hofer plans to pass his vacation as
landscape gardener about the grounds of
his new home in Garden City, Long Island,
with short motor trips as diversion.
Mr. Hagren is planning a motor trip
with Mrs. Hagren.
Mr. Fielding expects to go with Mrs.
Fielding on a camping and hiking trip.
Mr. Rayner will spend his vacation at
the home of his parents in Greenport, Long
Island. He expects to indulge in water
sports most of the time and hopes to catch
a few fish.
Mr. Zukschwert expects to take short
motor trips through New Jersey, accompanied by Mrs. Zukschwert and their young
son.
Mr. Eick will spend his vacation in the
Catskill Mountains.
Mr. Powell intends to spend part of his
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vacation in Ithaca, New York, in September. While there he will attend the annual
convention of Kappa Delta Rho fraternity.
New Orleans
Mr. Jumonville is planning to take his
vacation in the fall playing golf in the East.
Mr. Moise is making a short sojourn on
the Gulf Coast playing golf, fishing, and
indulging in other outdoor sports.
Mr. Conroy will take an automobile trip
with his family.
Mr. Sparling will spend his vacation on
the Gulf Coast visiting friends.
Mr. Earle will go to North Carolina on
his vacation.
Mr. Hale will take a trip to Wyoming.
Mr. Lyons will spend his vacation visiting in Texas.
Mr. Salassi will go to the Gulf Coast
during the month of August.
Mr. Gilmore is planning to go to Alabama to visit his parents.
Mr. Whitlatch is going to the Gulf
Coast which is very attractive at this
season of the year.
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mise, play a few rounds of golf in between
times.
Mr. Carr hopes to go through New England and Canada, stopping at Great Barrington for a few days on his way back.
Mr. Robbins expects to motor through
the Cape Cod country.
Mr. Tripp is planning to go to Port
Jefferson on his vacation.
Mr. Cain has just returned from a
pleasant automobile trip through Canada.
Mr. Davis expects to take his children
to visit relatives in Alabama, Tennessee,
and Mississippi.
Mr. Moeller is going to take a trip to
Niagara Falls and Toronto.
Mr. Kelton was married on June 28
at Dayton, Ohio. We assume that his
combined vacation and honeymoon included Niagara Falls.
Mr. Clarke is planning to go to the
White Face Mountains in the Adirondacks.
Pittsburgh

Mr. Clarke will play golf for a week and
then spend a week at Atlantic City, New
Jersey.
New York Broad Street
Mr. Schaller states that he will spend
Mr. Willins is spending his vacation two weeks of August at Seaside Park, New
Jersey.
fishing in the vicinity of Bridgton, Maine.
Mr. Anspach is spending his vacation at
Mr. Bowman expects to spend the month
Lake Elizabeth, Pennsylvania.
of August at Gurnett, Maine.
Mr. Livengood will "Chevie" to Sparrow
Mr. Auld is planning to spend the month
of August at Underhill Center, Vermont, Lake, Canada, for the two weeks beginning
and on the Long Trail in the Green Moun- August 8.
Mr. Valensi will motor over to Lincoln
tains.
Mr. Fredell expects to do some fishing Highway and down the Shenandoah Valley
to Richmond, Virginia.
at Raquette Lake, New York.
Mr. Wall will spend his vacation at his
Mr. Sprenkel expects to take a motor
home at Salem, Massachusetts.
trip to Canada.
Mr. Dougherty will spend his vacation
Providence
golfing at Westchester and swimming at
Rye Beach.
Mr. Barb will spend two weeks in August
Mr. Overstreet is planning a motor trip at the Reserve Officers' Training Camp,
to Virginia.
Camp Devens, Massachusetts.
Messrs. Potter and Wagenknecht are
New Y o r k Thirty-ninth Street
planning to spend their respective vacaMr. Palmer will spend his vacation tions on sea trips, visiting points on the
taking short automobile trips and, we sur- middle Atlantic Coast.
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Mr. Welch is planning to take a motor
trip through the White Mountains.
Mr. Byron will visit his home in Canada
in September.
Mr. Paton expects to spend his vacation
motoring through New England.
Mr. O'Brien plans to visit Buffalo in
September.
Saint Louis
Mr. Ross is planning a motor trip to the
East stopping en route at Lake Wall,
Michigan, to fish in Lake Wall, and again
at Rochester, New York, to fish in Braddock's Bay and to play golf at the Genesee
Valley links.
Mr. Rinehart expects to spend his vacation motoring and fishing in the State of
Wisconsin.

August

relatives in Wisconsin, to return to Shanghai about the middle of November, 1927.
Watertown
Mr. McEwen is entertaining his parents.
He hopes to show them some of the wonders of the north country by short motor
trips.
Mr. Gallagher expects to take an automobile trip over the Mohawk Trail to
Worcester, Massachusetts.
News Items
We have pleasure in announcing that
Mr. Stephen C. Blanchfield, of the New
York report department, has again been
designated the recipient of the Elijah Watt
Sells Scholarship at New York University
School of Commerce, Accounts and Finance
for the ensuing year. The scholarship consists of the income from the Elijah Watt
Sells Scholarship Fund, established in 1924
as a memorial to M r . Sells, by his sister,
Mrs. John H . Bovard.

San Diego
Mr. Davies expects to spend his vacation
playing golf and taking motor trips around
Southern California.
Mr. Flick intends to take a motor trip
to San Francisco to visit his family.
Mr. Seng is planning to motor to San
Mr. Foye recently received the C. P. A .
Francisco with his family.
certificate of the State of New Jersey.
San Francisco
Mr. Forbes enjoyed a pleasant stay at
the Tahoe Tavern, Lake Tahoe, California.
Mr. Beebe plans to spend his vacation
in Yosemite Valley.
Mr. Fullerton took a motor trip through
British Columbia and the northwestern
section of the United States.
Mr. Krueger enjoyed a pleasant vacation
along the upper waters of the Russian
River, in the redwoods.
Shanghai
Mr. Fronk plans to leave Shanghai
during the middle or end of August and
proceed to the home of relatives in Madison, Wisconsin, via the Pacific, spending
some time visiting places of interest on
the West Coast en route. He also plans
to visit some of the interesting points on
the East Coast and, after again visiting

Mr. H . A . McCormack has been appointed a manager of the New York
Thirty-ninth Street office, effective July 1,
1927.
Mr. L . P. Gallagher, of the Chicago
office, is to be congratulated upon passing
the C. P. A . examination of the State of
Indiana.
Mr. M . B. Kincheloe, of our Denver
office, has passed the C. P. A . examination
of the State of Colorado.
Mr. A . D . Madge, of the Denver office,
also is to be congratulated upon passing
the Colorado C. P. A . examination.
Mr. R. W. Peters, of our Watertown
office, was one of the judges in the recent
prize contest of the Watertown Daily Times.
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Your Profession and Mine
BILLS affecting the practice of accountancy have been introduced in state
legislatures this year to an extent greater
than ever before in any one year. The
fact that this is an active year for state
legislation may have facilitated the introduction of these bills, but it is not the
cause. The real reason is found in the evergrowing and widespread interest which
surrounds the youngest of the professions.
Many of these bills indicate that a
steady advance is being made in the
statutory provisions regulating accountancy. They have been prepared or endorsed by the local societies. In some of
the states, however, bills have been introduced which, if passed, would have been
detrimental to the interests of the profession. The latter bills are due to the
ever-present few who, shortsighted in
their policy, attempt to gain privileges to
which rightfully they are not entitled.
The struggle to obtain legal recognition
in all of the states was indeed a long and
arduous one. Valiant efforts they were,
but the work did not end with the attainment of that recognition.
Just recently the legal profession indicated the necessity for a more broadly
educated and more thoroughly trained bar.
Future candidates for admission to the bar
in the State of New York will be required
to have completed successfully two years
of study in a recognized college, or its

equivalent. Each year additional law
schools raise their entrance requirements,
and, eventually, all the schools of recognized standing will be on a graduate-school
basis.
The time will come when the accounting
profession, among other things, will have
to raise its educational requirements. The
increasing complexity of the accountant's
services requires men with a broad educational background as a foundation. Our
colleges today turn out well-nigh as many
men as our high schools did a generation
ago, so that the requirement of a high
school education, although adequate
twenty years ago, is not as high relatively
at the present time as it was when the
earlier C. P. A . laws were passed.
In the meantime the accountant should
be ever vigilant as to the status of the
legislative situation in his state. His
problem takes on a dual aspect. He must
protect the results of past efforts from the
attacks of those less scrupulous in their
motives, and he must seek to improve,
wherever possible, the standards of the
profession as exemplified in statutory
regulations. Theodore Roosevelt once said,
"Every man owes some of his time to the
upbuilding of the industry or profession
to which he belongs." One way in which
the accountant can further the interests of
his profession is to aid attempts at constructive legislation.
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Sound Value vs. Fair Market Value

OUND value and fair market value
frequently are considered to be synonymous. In fact, one author has defined
sound value as "the current market value
which would induce a willing seller to sell
and a willing buyer to buy." This is the
generally accepted definition of fair market
value. However, there is, in fact, a distinction between sound value and fair
market value even though sound value
may at times be equivalent to fair market
value.
Sound value is the replacement cost of
the property, less the accrued depreciation.
Replacement cost means the current cost
to reproduce new the identical units of
property under consideration. This value
usually differs from original cost because
of fluctuations in the general price level.
Depreciation is computed on the basis of
the replacement cost. Cost to replace, less
the depreciation sustained to date, therefore, gives sound value—the value of the
property to the concern using it.
Fair market value takes into consideration all the factors which go to make up
sound value, plus some others. It is
analogous to exchange value, taking into
consideration current market conditions,
the present and potential earning power of
the property, the condition of the industry
for which the property is adapted, and the
current supply and demand for properties
of like character and condition. In making
an appraisal to ascertain the fair market
value of property, these factors, therefore,
must be investigated in addition to the
usual investigations required for the proper
determination of sound value.
Fair market value should not be confused
with fair value. Fair value is a term used
in the valuation of public utility properties
for purposes of rate-making. The determination of fair value affects rates and
income, and rates and income in turn are
a vital factor in the determination of exchange value. Hence, fair value must be

determined before exchange value, or fair
market value, can be ascertained. Fair
value and fair market value, therefore, are
not identical.
Sound value may be greater than fair
market value, if for some reason or other
the property in question is not salable.
It may be that the property has a poor
earning history, or that there is a lessening
demand for the products, or the industry
is suffering from over-production, or the
industry has been declared an illegal one.
Breweries are a case in point. A brewery
may have a sound value of $100,000, and
still have little or no fair market value
because of the lack of demand for structures of this type.
Occasionally fair market value may be
equivalent to sound value. If an investigation of all the factors which go to make
up fair market value shows that the earnings are, and will continue to be, equal
to the average return on property in the
industry, then fair market value may
be considered to be equivalent to sound
value.
It is conceivable that fair market value
may exceed sound value. If the factors
which go to make up fair market value are
exceptionally favorable, it would seem that
at any particular time fair market value
could exceed sound value. Take, for
example, a munitions factory at a time
when war is declared. The demand for the
product is very great; prospects for exceptional earnings are good. There are
not enough munition factories to supply
the demand. It takes months to build
new factories. It seems perfectly reasonable that a factory already in existence
would, under such circumstances, have a
fair market value in excess of sound value.
However, such a situation would be only
temporary, for there would be an inducement to build other factories until fair
market value ceased to be greater than the
sound value.
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Governmental Accounting
B Y R . S. JOHNS, with Haskins & Sells
H E R E is considerable difference of
Topinion
regarding the extent to which

the principles of accounting as applied in
the commercial field should be followed in
accounting for our various governmental
units. Some argue that the principles of
commercial practice should be applied to
governmental accounting without modification. Others say the situation is different entirely, that the problem must be
approached from a separate and distinct
point of view, and that it must be handled
in the light of the special characteristics
involved.
That there is a difference between commercial accounting and governmental accounting is quite evident when serious
consideration is given to the matter. True,
accounting for the operations of a government rests on the fundamental principles
of double entry, just as the accounting for
nearly any other enterprise is based on these
principles; but the elements of accounting
which are stressed in commercial accounting change in their relative importance in
connection with governmental accounting.
Probably the most striking difference
between the operations of a government
and those of a commercial enterprise is the
fact that, while the aim of private business
is profits, governmental operations are
carried on without regard to profits. The
phenomenal growth in the use of the corporate form of organization in business,
which has brought with it the idea of fixed
investment yielding a constant flow of income, has caused considerable emphasis to
be placed upon certain features of corporate
accounting in the effort to compute profits
accurately and to prevent the impairment
of capital. The breaking up of business
operations into periods has necessitated
the allocation of income and expenses to
those periods, with the net result that considerable stress has been placed upon the

proper treatment of such matters as depreciation, prepaid and accrued items, significance of surplus, and upon the necessity
for statements drawn up with due regard
to the form and content thereof. In
governmental accounting, however, it is
doubtful whether some of these questions
are as important as in commercial accounting.
A government is concerned principally
with rendering service to its people.
Revenues are raised in order to meet the
necessary expenditures for such service,
not to make a profit. Moreover, there is
no necessity for accounts representing
ownership, such as capital stock, partners'
capital, etc. The excess of assets over
liabilities is indicated by "surplus" accounts which must be carefully distinguished to make certain that the unused
revenues which they represent are used for
their intended purposes. A commercial
concern generally is organized for a single
purpose, while a government usually performs several distinct functions. Because
of the fact that a government is engaged
in these various services, and owing to
the requirements of the laws affecting the
raising of revenues and the authorization
of expenditures, transactions are recorded
by funds, that is, according to the several
functions to which they relate. Some of
the funds which may be present are the
general fund; funds for special purposes,
such as school fund, park fund, and highway improvement fund; trust funds; and
sinking funds.
Fund accounting has been adopted as
the procedure for recording transactions in
connection with government activities as a
means for safeguarding resources and
restricting and controlling expenditures.
The operations of each fund being distinct,
the funds should be separately accounted
for. Cash, receivables, vouchers payable,
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surplus, etc., should be segregated by funds
in the accounting records. One of the
principal characteristics of governmental
accounting is that the integrity of each
fund must be kept inviolate.
The financial statement of greatest significance in commercial accounting is the
balance sheet. The balance sheet is a
statement of financial condition as of a
certain time. One of its principal uses
today is to furnish a basis for credit. The
balance sheet also has been used at one
time or another to indicate whether or
not capital was impaired, to see that
creditors were protected properly, and to
account to stockholders for moneys invested.
Governmental units do not have need
for a balance sheet for credit purposes, the
borrowing of money on favorable terms
depending upon factors other than the
financial condition displayed by the balance
sheet. The purpose of a balance sheet is
to present a true picture which is informative and which presents the various elements in all their relationships with unmistakable clearness. In governmental
accounting a balance sheet representing the
financial condition of each fund should be
prepared. It is questionable, however,
whether a balance sheet of a government as
a whole should be drawn up in a manner
similar to the corporate balance sheet, in
view of the diversification of the activities
of a government, the legal restrictions which
affect governmental accounting, and the
purposes for which government statements
are prepared. Perhaps both form and
content of the commercial balance sheet
need to be changed to present clearly the
desired information in a governmental
balance sheet.
In business every effort is made to include in the balance sheet all the assets and
all the liabilities. In governmental accounting, however, there is some question
as to whether special types of assets and
liabilities had not better be omitted. Of
these, permanent properties and funded
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debt are the most important. When shown
on a government balance sheet, these
items usually are included in a separate,
self-balancing section commonly referred
to as the "capital account balance
sheet."
In a true balance sheet the two sides are
interdependent facts, so closely related as
to warrant saying that the balance sheet
represents a single fact of ownership. Each
side validates the other; each side suggests the other as its complement. This is
not true of the capital account balance
sheet of a governmental unit. The resources, the permanent properties, may or
may not have been acquired through issuance of bonds. And bonds may have been
issued to meet current expenses as well as
for the construction of permanent assets.
There is no definite relation between the
permanent properties and the funded debt.
Such resources are not to be used to retire
the funded debt; they do not even secure
the debt. The presentation of surplus in
this manner is of no particular significance
and would lead easily to misinterpretation.
Such surplus does not indicate potential
strength as does the surplus of a corporation; it represents partial application of
past revenues. Those who are familiar
with governmental accounting might not
be misled, but when it is realized that
many classes of people examine governmental reports, it can be seen that care
must be taken in the form and language
used to render the reports as intelligible
as possible. It is doubtful, therefore,
whether a capital account balance sheet
should be presented as such. Probably
suitable schedules of permanent properties
and funded debt would be sufficient to
present the necessary information for the
purposes desired.
If it is desired to include plant property
in a governmental balance sheet, however,
a separate section should be prepared for
properties and funded debt rather than to
merge these accounts with expendable
capital funds as is commonly done in draw-
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ing up a capital account balance sheet.
The permanent properties would be carried
on a cost basis. Only that amount of the
funded indebtedness which was incurred to
acquire permanent property and which
remained unpaid would be shown in this
section as a liability. The surplus would
be designated as "Surplus Invested in
Fixed Assets." This surplus will represent the amount expended from revenues
by the government on permanent property
in use at the date of the statement. It
should at all times be distinguished from
fund surpluses.
The method of valuing certain groups
of assets in governmental accounting also
is different from that used in private business. Various expedients are resorted to
in an effort to make the balance sheet of
a commercial enterprise represent the true
status and to distribute income and expenses by periods. These expedients include the recognition in the accounts of
depreciation, appreciation, accrued assets
and liabilities, deferred charges and credits,
and the like. Some of these practices are
carried over into governmental accounting
although the need for them there is not so
great. Each period is separate and distinct
in the accounting of a governmental
agency; the element of periodicity, necessitating the allocation of costs and profits to
the proper period, is not involved in governmental accounting.
Despite this fact that a government lives
from period to period, in governmental
accounting prepaid items are frequently
shown on the asset side and a corresponding
figure shown as a reserve on the credit side.
This practice may not be objectionable so
long as a reserve is established, although,
as previously stated, a governmental unit
is not concerned with the allocation of expenditures according to the period benefited. Insurance, for example, may be
paid in advance for a term of years. The
total amount is authorized and the money
expended. The deferred portion is not
to be considered as an asset which is avail-
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able. It might be better to show the entire
premium as an expense of the first year
rather than to go through the accounting difficulties of writing it off period by
period.
It is also questionable whether or not
depreciation should be recognized in
governmental accounting. Since no accounts showing profits or losses are kept,
there is no need for accounting for depreciation as an expense. A government is
not interested in recovering the cost of
capital outlays from revenues received
during the life of the asset. When new
fixed assets are to be purchased, the necessary money will be raised. It is unlikely
that authorization will be made by any
legislative body to set aside any funds for
depreciation. Until moneys are authorized
to be set aside in a depreciation fund, the
creation of a reserve for depreciation
through bookkeeping entries can have no
practical result, inasmuch as the resources
will not be available for the purpose for
which the reserve was created. The purposes for which depreciation records would
be kept in governmental accounting could
just as well be attained by keeping the
necessary information in statistical records.
Having determined what assets and
liabilities are to be embraced in the balance
sheet of a given entity, the problem then
arises as to how they should be grouped to
give a clear and unmistakable picture of the
financial condition. In business, one allinclusive balance sheet is drawn up.
Governments, however, in appropriating
moneys, restrict their use to specified activities, and consequently, in order to show
the status of the several funds, it is necessary to present separate fund balance
sheets.
Sometimes, in an effort to present the
status of all the activities of a government
in one exhibit, a consolidated balance sheet
is drawn up, without reference to funds,
following the arrangement of the customary
commercial balance sheet. The resultant
mingling of surplus invested in fixed assets
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with fund surpluses gives an amount for
surplus which is not only not significant,
but is actually misleading unless a supporting analysis also is given. The relationship between funds also would be
destroyed by consolidating all the fund
balance sheets, because of the elimination
of inter-fund accounts. Deficits in some
funds might be covered up by surpluses of
other funds, and there would be no indication as to the condition of the individual
funds.
Even if all the assets and liabilities are
shown in one exhibit, it is essential that the
segregation of funds be maintained. The
form of a balance sheet is as important a
consideration as the content. However
significant, abstractly viewed, may be the
content of any balance sheet, it will fail of
accomplishing any useful purpose unless
its form and arrangement be scientific and
intelligible.
The form of a consolidated balance sheet
in keeping with the above requirements
may be either sectional or columnar. The
sectional form of balance sheet will exhibit
each fund separately, each section being
self-balancing and complete in itself. There
will be one total of all assets and another
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total of all liabilities and surplus. There
will be no totals of assets by classes and no
elimination of inter-fund balances. The
columnar form of consolidated balance
sheet will contain a column for the assets
and liabilities of each fund and an additional column to show the grand total
of similar items of all the funds, such as
cash, receivables, payables, etc.
Instances of peculiarities in governmental accounting are numerous. No
attempt has been made to cover the entire
field. Neither has there been an effort to
uphold any single procedure to the exclusion of all other possibilities. It is sufficient
to indicate that there is a difference between governmental accounting and commercial accounting; that certain questions
shift in their relative importance in governmental accounting; and that situations
which arise in governmental accounting
must be looked upon from a point of view
distinct in itself. Not only should more
time and effort be devoted to an extensive
study of governmental accounting, but it
is essential, in order to attain a rational
solution of the problems involved, that
governments should put into practice more
promptly the best thought available.

Taxable or Not Taxable

M

A N Y discussions have arisen concerning the liabilities and exemptions of clubs under the admissions and
dues section of the Revenue Act of 1926.
There seems to be a general misunderstanding as to the reason for the extra
10 per cent. charge on club dues and initiation fees. Much of this discussion has
been caused by a pure lack of familiarity
with this section of the Act, since it states
very definitely the requirements and exemptions.
In the first place, part 2 of Regulations
43 relating to the taxes on dues and initiation fees, provides that there shall be
levied a tax equivalent to 10 per cent. of

any amount paid as dues or membership
fees to any social, athletic, or sporting club
or organization, where the dues or fees of
an active resident annual member are in
excess of $10 a year. This tax is to be
paid by each member at the time of paying
his dues or membership fees.
Suppose Smith is an active resident
annual member of Evergreen Country
Club, and he pays dues of $15 a year. He
would have to pay a tax of $1.50 at the
time of paying such dues. Jones is an
associate member of the same club paying
$7.50 a year dues. Even though his dues
are under $10 a year, he nevertheless must
pay a tax of $0.75 at the time of paying the
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dues, since the dues of an active resident
annual member exceed $10 a year.
The admissions and dues tax section also
provides that all members must pay a tax
of 10 per cent. on any amount paid as an
initiation fee to any social, athletic, or
sporting club, where such initiation fee
exceeds $10, or if the dues or membership
fees of an active resident annual member
are in excess of $10 a year.
Again suppose that at the time of joining
the Evergreen Country Club Smith paid
$50 as an initiation fee. He would have
had to pay a 10 per cent. tax, or $5, because the fee exceeds $10. If his initiation
fee had been $5, he would also have had
to pay a 10 per cent. tax, or $0.50, since the
dues of an active resident annual member
of this particular club exceed $10 a year.
However, if his initiation fee had been
$5 and the annual dues or membership
fees of an active resident annual member
were less than $10 a year, he would have
been exempt from such a tax.
The subject of initiation fees and just
what they comprise for purposes of this
tax has until recently caused considerable
confusion. Prior to December 28, 1926,
the term "initiation fee" included any payment to the club required for becoming a
member, whether evidenced by a certificate of membership or a share of stock in
the club, or not. It included amounts
paid to social, athletic, or sporting clubs
for stock, where the purchase of such
stock was required as a prerequisite to
membership. Bona fide loans, secured
by promissory notes, bonds, or other forms
of indebtedness, made by members to
the club were not subject to tax as initiation fees.
Let us assume that the initiation fee for
admission to the Evergreen Country Club
is $50, and that also as a prerequisite to
membership each applicant has to purchase
one share of stock in the club at $100.
The new member, prior to December 28,
1926, would have to pay the tax on the full
amount of $150. If, instead of requiring
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the new initiate to purchase a share of
stock, the club required him to buy a $100
bond of the club, the new member would
be taxed on the $50 only.
However, since December 28, 1926, the
meaning of the term "initiation fee" has
been changed, by Treasury Decision 3950,
to mean the payment of an amount for the
purpose of becoming a member of a club
and enjoying its privileges, and which
when paid is not intended to be returned
to the person paying it. Hence, the term
"initiation fee" does not now include
amounts required to be paid by new members for stocks, bonds, promissory notes,
or certificates representing an interest in
the property and assets of the club.
Consequently, if Williams joins the
Farmer City Country Club now, and is required to pay an initiation fee of $100, and
also purchase a $50 share of stock, and a
$500 bond of the club, he will be taxed only
on the $100 paid as an initiation fee.
There are two general classes of exemption from the dues and initiation taxes:
(1) dues and initiation fees of a certain
type of organization; (2) assessments
made for capital expenditures.
The Revenue Act of 1926 expressly
exempts from tax "all amounts paid as
dues or fees to a fraternal society, order,
or association, operating under the lodge
system, or to any local fraternal organization among the students of a college or
university." The purpose and activities
of a club and not its name determine its
status for the tax. Every club having
social, athletic, or sporting activities is
presumed to be in the taxable class until
proved otherwise. But, the mere possession and use of a swimming pool or other
athletic facilities by an organization having
religious or philanthropic social service for
its main purpose does not bring the organization into the taxable class of athletic or
sporting clubs.
The second general type of exemption is
an important one for clubs within the taxable class. Any assessment or portion

72

HASKINS & SELLS

thereof imposed to meet specified capital
expenditures, and not to be used for current
operations, is exempt from the tax on
dues. However, when an amount designated for capital expenditures is included
in the dues imposed by the by-laws for
regularly recurring payment, such payments are subject to tax on the whole
amount as dues, and no part comes under
the exemption on assessments for capital
expenditures.
For purposes of illustration, let it be
assumed that the Idlehour Country Club,
the regular dues of which are $40 a year,
intends to add an additional nine holes to
its golf course. For this purpose they
assess each member $100. Each member
of this club would be taxed 10 per cent.
on his $40 dues, but would not be taxed on
the $100, since it is an assessment for
capital expenditure.
However, if the club decided to spread
the payment over five years and add an
assessment of $20 to the annual dues for
the next five years, then the members
would be required to pay the 10 per cent.
tax on the full amount of $60 each year.
Moreover, if initiation fees are used for
capital expenditures, they are nevertheless subject to the 10 per cent. tax and do
not come within the provision for exemption on assessments for capital expenditures.
The ordinary "greens" fee paid by a guest
for use of the course is not paid "as dues or
membership fees" and hence is not subject
to tax. Likewise the payment by a member of a country club of an additional fee
for the privilege of playing golf for a period
of time is not subject to the tax imposed
on dues and membership fees.
Most clubs, of either social or sporting
nature, have many social functions and
dances during the year. Consequently,
the question of whether a tax must be paid
on any charges made for these functions is
of interest to club members. If the dance,
or other social function, is a private affair
for the entertainment of members, and
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their guests, and no admission charge is
made, but the actual expenses are prorated
among the members, then no tax need be
paid on the amounts contributed by each
member. The fact that the individual
share of the expense is fixed at an even
figure will not make the tax apply if the
affair is truly a co-operative party of the
character described above. However, if
any of the guests are required, or allowed,
to pay, or if any profit is contemplated or
realized, then any amounts paid by the
organizers or guests are subject to a tax
of 10 per cent., if they exceed $0.75 a
person.
There are many minor provisions of the
law which must be referred to in the proper
treatment of cases of an exceptional nature
or those occurring less frequently. The
provisions which have been brought out
cover the principal features of the ordinary
activities of a club and their application in
Federal taxation.
News Items
Mr. R. W. Peters, formerly manager at
Watertown, has been appointed a partner
for the Orient, with headquarters at Shanghai. M r . Peters sailed from Vancouver,
August 11, 1927, on the S.S. Empress of
Asia to take up his new duties. He will
have supervision of our practice in the Far
East, conducted at the present time from
offices at Shanghai, China, and Manila,
Philippine Islands.
Mr. Jumonville recently has been elected
to membership in the American Institute
of Accountants.
Mr. H . L . McEwen has been appointed
manager of our Watertown office, effective
August 1, 1927.
Mr. W. E . Curt has been appointed
assistant manager of our Berlin office,
effective July 15, 1927.
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Accountancy Yesterday and Today
TWO decades ago a working knowledge
of accountancy was the possession of a
privileged few. Accountants were looked
upon as mathematical wizards. Not only
could some of them foot four columns of
figures simultaneously, but, no matter how
intricate the maze, the accountant was the
one who could solve the situation. Clients
would ask to have certain service performed
and accept the final results, without question, or without knowing how it was done.
As one corporate official referred to the
public accountant whom he engaged annually, "That man's sense of debit and
credit is simply marvelous." Accountants
were thought to have uncanny ability in
finding out what was wrong.
But things are different today. Accounting knowledge is not restricted to
those who make accountancy their major
occupation. Bankers and company officials know something about the procedure
followed in making an audit. They know
the significance of what underlies the
different items in the statements. In
short, they are becoming increasingly
able to meet accountants on common
ground.
And this change has not been without

its effect upon the practice of accountancy.
No longer is the accountant's report accepted without question. Credit bankers
are critical in their attitude toward the
accountant's work. Officers of the various
corporations are no less so. When reviewing reports with clients before the reports
finally are submitted, there is noted a
marked tendency on the part of clients to
discuss the content of the reports with an
understanding of the technical points involved.
One of the more recent demands made
upon the accountancy profession has been
the result of European financing, which has
assumed extensive proportions of late. To
prepare reports to meet the approval of an
exacting group of bankers, lawyers, engineers, and corporate officials interested
in the financing is a task not to be taken
lightly.
Under the old regime it was not always
possible for a client to distinguish between
a piece of work well done and work of a
lesser grade. Today, with accounting
knowledge more widely distributed than
formerly, the maxim, "Every job a good
job," is, more so than ever, the essential
ingredient of a successful reputation.
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At Home and Abroad

A

CCOUNTANTS, if they would advance with business and with their
profession, eventually must acquire more
than a mere knowledge of accounting.
With the ever-increasing variety of services he is called upon to render, the accountant must develop a keen insight into
the other conditions surrounding accounting, in fact, into business management in
general. Many cases arise which are on the
border line between accountancy and law
and for which the accountant should have
at least a general knowledge of the law in
order to apply the proper accounting procedure, or to make a fair judgment of the
correctness of the accounts.
The growth of corporations national in
scope not only has complicated the accounting procedure required for recording the
numerous transactions, but has introduced
other problems which directly, or indirectly, affect the public accountant and
his work. As corporations developed they
became the popular target for taxation
among the states because they afforded
the easiest avenue of taxation open to the
legislatures. Then, too, the general public
always has preferred indirect taxation, and
heartily approved of saddling the burden,
on the so-called big business interests.
Naturally enough, foreign corporations
offer the state legislatures an even more
popular object for taxation. By the very
instinct that prompted it to prefer indirect
taxes, the public will always favor taxation
of "outsiders" and especially "outside"
corporations. The very name "foreign
corporation" suggests to the general public
the idea that the corporation is an "outsider" which has come into the state to
exploit its resources and take them out of
the state, and consequently it should be
made to pay dearly. The legislatures have
not been slow to react to this sentiment
and now practically every state in the

Union has laws regulating foreign corporations "doing business" within the state.
In the language used by the state legislatures "foreign" corporations are those
organized in another state, while "alien"
corporations are those organized in a
foreign country. The name "foreign" is a
very poor one to apply to the class of corporations to which it is applied, since it
carries the implication of an alien corporation to the minds of the public, and undoubtedly makes taxation of such corporations more popular.
There are two principal types of commerce within the United States—interstate and intrastate commerce. Interstate commerce is regulated by the Federal
government, and as long as business is
conducted along interstate lines the individual states have no power to regulate it.
However, when a business approaches the
border line between interstate and intrastate commerce it is getting into the danger
zone, for if it oversteps the line it subjects
itself to the regulations, taxes, and penalties
of the state in which it is found to be
"doing business." Just what is "doing
business" in a foreign state is a matter of
interpretation, and no clear-cut definition
has been given thus far. Ordinarily, it involves the thought of continuity of conduct
and requires more than a single act to constitute doing business before the law. Yet
a number of cases could be cited in which
a single business transaction has been
sufficient to convict a corporation of doing
business within a state.
The mere selling of goods within a foreign
state by salesmen and shipping the goods
from outside the state do not come within
the definition of "doing business" in a state.
However, it was held in one state that if a
salesman sells goods which he carries, even
if they be only samples, that act constitutes
doing business within the state in behalf
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of the employing corporation. Corporations carrying on interstate commerce
often unwittingly overstep their bounds
by some transaction which constitutes
doing business in a state without having
obtained the proper authority, and thus
subject themselves to the penalties prescribed by the states.
It is very essential for corporate officials
to watch the status of their company in
the various states in which it does business.
From the point of view of self-protection
the corporation should either maintain a
strictly interstate business beyond the
shadow of a doubt, or if it does engage in
intrastate commerce in a given state it
should register and comply with the laws
regulating foreign corporations in that
state. Otherwise, it is liable to have a
rude awakening when it suddenly finds that
it has been doing business unlawfully
within the state, and is subject to rather
severe penalties.
A favorite method of punishing a foreign
corporation for transacting business within
a state without complying with the statutes is that of fining it. These fines range
from $10 to $10,000, and in many cases
are not of single imposition but are applied
to each offense or each working day in
which business is transacted without compliance. In a majority of the states not
only the corporation is subject to a fine,
but the officers of the company are subject
to fines and in some cases jail sentences.
However, the penalty which the foreign
corporation feels more than any other, and
which affects the work of the accountant,
is the provision that any contract entered
into by a corporation doing business within
the state without complying with the laws
is made outside the pale of the law, and is
not valid. The laws of the many states
divide these invalid contracts into three
classes which are: (1) non-enforceable in the
courts; (2) voidable unless the proper compliance with the state corporation laws is
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made within fixed limits of time; (3) absolutely void from their inception. While
the offending corporation is absolutely
powerless to enforce its rights under the
contract, it is at the same time wholly
liable for its own agreements. As might
be imagined, this places the foreign corporation in a rather discomfiting position.
The losses may be heavy. The corporation may be compelled to make full delivery
of goods, or complete a construction contract, and yet be denied all aid of the courts
or the law in collecting payment.
Here, as in many other cases where the
accountant comes in contact with the legal
aspect of the situation, he must have a
working knowledge of the law in order to
apply his knowledge of accountancy properly. It is vital that an accountant in
certifying to a balance sheet of any concern
satisfy himself that the accounts receivable
are collectible, that the contracts are valid,
and that proper and sufficient reserves
have been set up to meet any possible
losses on contracts and receivables. The
question of adequacy of reserves and collectibility of accounts has assumed great importance the last few years. In some instances companies apparently with sufficient reserves have failed on account of the
uncollectibility of their accounts.
As a safeguard against certifying balance
sheets having inadequate reserves, the
accountant must investigate all the conditions affecting the status of the receivables. Certainly the question of the
legal status of the contracts and transactions entered into by the corporation is
an important consideration in determining
the value of the receivables. If the corporation is doing business, intrastate in
character, in states other than the state of
its incorporation, and has not complied
with the laws of those states with respect
to registering, paying fees, submitting reports, and the other requirements made of
foreign corporations, then the accounts
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receivable and contracts of that corporation are in a precarious position. They
may be actual and the result of good-faith
transactions, but in the eyes of the law
they are not genuine or enforceable. Since
the value of receivables rests upon the
ability of the debtor to pay, and the ability
of the creditor to enforce payment through
the courts, when the right of court action is
removed the collectibility of accounts becomes indefinite. If the debtor does not
choose to pay, the unfortunate corporation
is helpless to collect the account. True,
this works gross injustice in some cases,
but it is a fact, nevertheless.
Naturally, if the accountant discovers
such a condition he must set up larger
reserves to offset the greater potential loss,
and he should advise the corporation to
take steps to improve its position. While
the accountant cannot be expected to investigate the legal status of the corporation
on every engagement, nevertheless it would
seem wise that in those instances where the
corporation has large contracts and large
amounts of accounts receivable in states
other than the home state, the accountant
should make some investigation and secure
legal opinion as to whether the client is
complying with the laws in the states in
which it is doing business. Of course, if
a firm is clearly doing interstate commerce
only—if it is filling all orders in the home
state, and billing customers from there,
and it does not maintain a stock of goods
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for delivery, either in a warehouse or in the
hands of salesmen, in any state other than
the state of incorporation—then there is no
need to investigate its legal status among
the states.
There are those accountants who will
say that the work of the accountant is to
audit the books of account, design systems
of accounts, and advise the client on accounting matters, but not to act as legal
adviser. There should be no quarrel over
this statement. The accountant is a
specialist in accounting and auditing, and
cannot be expected to be a specialist in
legal affairs also. But when certain legal
aspects affect the principal work of an accountant then he should not dodge the
issue. He should familiarize himself with
that part of the law, or at any rate its main
points, so that at least he can recognize
matters that require a legal opinion, and
thus render better service to his clients and
present a more nearly correct statement of
the condition of the business and at the
same time protect himself. Accountancy
and law are becoming more closely associated in corporate business every day. If
the accountant can not only perform valuable service in auditing and accounting, but
also can show his client how better it can
protect its assets by strengthening its legal
status in the states, then the accountant
has raised the standard of his service,
and elevated his profession to a higher
plane.

Security Offering Sheets

NVESTORS are receiving each year
more complete information than ever
before as to the financial affairs of the corporations in which they are interested. The
situation is encouraging, but the ideal is
still far distant. Apparently, many corporate officials still think that data on
financial operations should not be made
available for public consumption.

Certainly a prospective purchaser of
stocks or bonds is entitled to. information
concerning the financial condition of the
organization which is to make use of his
funds. Such information as is given by
way of offering sheets, whether meager or
complete, nevertheless should be accurate.
Inaccurate or misleading figures are not to
be condoned in such instances.
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An examination of a number of offering
sheets indicates considerable variations in
the standards of current practice. Some
are veritable gems evidencing the meticulous care which is given to the truthfulness
of the utterances. Others take advantage
of the lack of agreement as to the exact
meanings of certain words and expressions.
To illustrate, of sixteen offering sheets
which used the term "net earnings," in
seven instances depreciation was deducted
before arriving at net earnings while in the
remaining nine cases the figure "net
earnings" was obtained before deducting
depreciation. Well enough, if the figures
are shown somewhere so that the necessary
computations can be made. But what is
the expression "net earnings," by itself, to
mean to a prospective investor without a
descriptive explanation or additional
figures to aid him? The accountant's
difficulties in terminology not only act as a
handicap to the progress of accounting, but
also serve as a means of misleading those
not well-versed in accounting nomenclature.
The phrase "available for interest, depreciation, depletion, and taxes" is one that
occurs frequently. Is the prospective purchaser of bonds to assume that amounts
referred to in such fashion are as available
for interest as for depreciation, depletion,
or taxes? Granting for the moment that
certain taxes may be looked upon as a
division of profits, and that differences of
opinion permit depreciation to be deducted
after the net profit is determined (although
those who hold depreciation not to be a
cost have dwindled in numbers), it is difficult to conceive by what token the deduction for depletion should be postponed
until after the ascertainment of net
profits. Depletion is just as much a
cost of raw materials as the payment
of royalties. If the purpose is to stun the
investor with the hugeness of the amount
available for the interest or dividends
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which he is to receive, why not refer to
the total sales figure as the amount
"available for labor, overhead, replacement of material, depreciation, taxes,
interest, and dividends?"
In a prospectus of public utility securities, there were presented summary statements of income for three related companies
with a total of some $500,000 described as
"combined net earnings." Examination
of the complete profit and loss statements
revealed that the major part of the income
of one company was made up of dividends
received from the other two companies. If
proper eliminations had been made to
arrive at consolidated net earnings, the
figure would have been reduced by approximately one-third. There was no hint of
this situation in the offering sheet.
In one instance the statement was made
that "the net earnings after depreciation
and all taxes, and after non-recurrent
charges, total $350,000." This assertion
implies that depreciation, taxes, and nonrecurrrent charges have been provided for,
that is, deducted before arriving at net
earnings of $350,000. Examination of the
profit and loss statement showed that the
statement should have read "the net earnings after deducting depreciation and all
taxes, and after eliminating non-recurrent
charges, total $350,000." The non-recurrent charges amounted to twenty per cent.
of the net earnings.
In some cases the figures as presented
in the accountant's report are revised
so that it is necessary to use the expression "based upon so-and-so's report."
Many readers fail to distinguish between
this statement and actual certification.
If a proof of the offering sheet or bond
circular always were submitted to the accountants for approval, many ambiguous
expressions could be eliminated, and,
more than likely, more positive statements
could be made. It also is highly desirable
when figures are revised with the approval
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of the accountants, that the accountants
issue a supplementary report containing
figures in agreement with those to be used
in the offering sheet. Much questioning
and confusion thus will be avoided. The

preparation of offering sheets
of the many instances where
operation will do a great deal
producing results of benefit
parties concerned.
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Annual Meeting
annual meeting of the memTHbersE 1927
of the firm and managers was held

in the executive offices Thursday, Friday,
and Saturday, October 6, 7, and 8. A l l of
the firm members were present except M r .
Kracke whose return to this country has
been deferred from time to time on account
of professional duties in connection with the
Berlin office. All of the American practice
offices were represented except San Diego.
Pressure of engagements prevented M r .
Davies from leaving the office for the length
of time necessary to attend the meeting.
Of the foreign offices, Shanghai and Manila
were not represented. Mr. Peters, partner
in the Orient, recently left for Asia to take
charge of our practice in the Far East,
conducted at present from our Shanghai
and Manila offices.
M r . Lovibond
represented the European offices, making his first visit to this country since
1923.
The program differed slightly from the
previous two years. The first day was
given over to a professional conference,
with Mr. Ludlam presiding. The morning
session was devoted to matters of administration and policy. Questions of personnel
assumed an important part of this session.
At noon a buffet luncheon was served in
Mr. Ludlam and Colonel Carter's office on
the thirteenth floor. In the afternoon the
conference was resumed in the library
when matters relating to technical procedure became the topics for discussion. The
discussion proved a lively one when several
interesting cases involving instalment sales
brought out many important points. Fol-

lowing a number of private dinners, a
theatre party was held Thursday evening
with " A Night in Spain" serving as the
attraction.
As has been the custom the last few
years, the annual golf tournament was
held on Friday. This year the partners
and managers were the guests of Colonel
Carter at the Greenwich (Conn.) Country
Club. Mrs. Carter entertained the wives
who were present at luncheon at the club.
The day was an ideal one for an outing
despite the fact that this year's meeting
was held later in the season than usual.
Mr. J . A . Padon was in the best form,
turning in a card of 83 for the eighteen holes
to win low gross, which was won the year
previous by Mr. Lawrence. The honors
for low net went to M r . Hill, with a score
of 77, a title which Mr. Jumonville won two
years ago and successfully defended last
year. Messrs. Padon and Hill each were
awarded a box of one dozen golf balls.
The consolation prize was awarded to M r .
Croggon. M r . Kracke was not present to
defend his laurels. An informal dinner
and dance was held at the club in the
evening.
Saturday, the third day of the meeting,
was devoted to informal conferences. These
individual discussions have proved so
helpful and stimulating that a permanent
place has been provided for them on the
program.
Although not the largest from the point
of view of numbers attending, the 1927
annual meeting was voted by all as being
the happiest and best one ever held.
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Recent Additions to the Library
The Executive Offices Library, located
Corporation Trust Company. Amendat 30 Broad Street, New York, is for the ments to Delaware Corporation Laws, 1927.
use of members of our organization and our (New York, Corporation Trust Company,
clients. The following books have been 1927. 28 p.)
added to the library since March, 1927:
Crow, William H . Corporation TreaAmerican Arbitration Association. Year surer's and Controller's Guide. (New York,
Book on Commercial Arbitration in the Prentice-Hall, 1927. 1,657 p.)
United States. (New York, Oxford UniDominion Association of Chartered Acversity Press, 1927. 1,170 p.)
countants.
Year Book for 1926.
American Electric Railway Accountants' (Toronto, Dominion Association of CharAssociation. Report of the Committee on tered Accountants, 1926. 173 p.)
Stores Accounting. (New York, American
Edwards, George W . Investing in
Electric Railway Accountants' Association, Foreign Securities. (New York, The
1927. 21 p.)
Ronald Press Company, c1926. 373 p.)
American Institute of Accountants. AcEquipment-Research Corporation. The
countancy is a Career for Educated Men.
Business Machines and Equipment Digest.
(New York, American Institute of Ac(Chicago, Equipment Research Corporacountants, c1927. 17 p.)
tion, 1927.)
American Metal Market. Metal StaEstate Publishing Company. The Book
tistics, 1927. (New York, American Metal
of
Estates.
(Minneapolis, The Estate PubMarket, 1927. 544 p.)
lishing Company, c1927. 23 p.)
Baldwin Law Publishing Company. The
Haring, H . A . Corporations Doing BusiGeneral Corporation Act of Ohio. (Cleveland, The Baldwin Law Publishing Com- ness in other States. (New York, The
Ronald Press Company, c1927. 302 p.)
pany, 1927. 39 p.)
Beach, Frank Loomis. Bank System
Harvard University. Bureau of Busiand Accounting. (New York, The Ronald ness Research. Department Store OperatPress Company, c1927. 373 p.)
ing Expenses for 1926 and Financial Ratios
Broderick, John T . A Small Stock- for 1923, 1924, 1925. (Preliminary report.)
holder. (Schenectady, New York, Robson (Boston, Harvard University, May, 1927.
& Adee, c1926. 127 p.)
44 p.)
Carpenter, Harry J . Analysis of FinanHatfield, Henry Rand. Accounting: its
cial Statements. (Chicago, La Salle Exten- principles and problems. (New York, D .
sion University, 1921. 38 p.)
Appleton and Company, 1927. 548 p.)
Chamber of Commerce of the United
States. The Evolution of Overhead Ac- Himmelblau, David. Auditors' Certifcounting. (Washington, Chamber of Com- icates. (New York, The Ronald Press
merce of the United States, 1927. 30 p.) Company, c1927. 153 p.)
Columbia University. The Montgomery Jordan, David F. Practical Business
Library of Accountancy: a check list of Forecasting. (New York, Prentice-Hall,
books, printed before 1850, in the Mont- 1927. 285 p.)
gomery Library of Accountancy at ColumLagerquist, Walter E . Public Utility
bia University. (New York, Columbia Finance. (Chicago, A . W . Shaw Company,
University Press, 1927. 46 p.)
1927. 671 p.)
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Snyder, Carl. Business Cycles and Busi*Lisle, George. Accounting Theory and
Practice. (London, William Green & Sons, ness Measurements. (New York, Macmillan Company, 1927. 326 p.)
1906. 426 p.)
Speaker, Lawrence M . The Investment
May, Irville Augustus. Motor Bus Accounting Practice. (New York, The Ronald Trust. (Chicago, A . W. Shaw Company,
1924. 112 p.)
Press Company, c1926. 200 p.)
United States Foreign and Domestic
Mazur, Paul M . Principles of Organization Applied to Modern Retailing. (New Commerce Bureau. Retail Store Problems.
York, Harper & Brothers, 1927. 331 p.) (Washington, Government Printing Office,
Millet, John I. Bank Audits and Ex- 1926. 140 p.)
aminations. (New York, The Ronald Press
United States Interstate Commerce
Company, c1927. 490 p.)
Commission. Tentative Classification of
Morey, Lloyd. Manual of Municipal Accounts for Steam Roads to Become EffecAccounting. (New York, John Wiley & tive January 1, 1928. (Washington, November 24, 1926. 114 p.)
Sons, Inc., 1927. 187 p.)
New York Curb Market. Constitution
Wickersham, Cornelius W . A Treatise
of New York Curb Market. Effective Sep- on Stock Without Par Value of Ordinary
tember 7, 1926. (New York, New York Business Corporations. (Albany, Matthew
Curb Market, 1926. 113 p.)
Bender & Company, 1927. 188 p.)
New York (state). Labor Department.
Yang, J . M . Goodwill and Other InWorkmen's Compensation Law. (New tangibles. (New York, The Ronald Press
York, Labor Department, 1926. 131 p.) Company, c1927. 238 p.)
Oakey, Francis. Principles of Government Accounting and Reporting. (New
York, D . Appleton and Company, 1921.
News Items
561 p.)
Paton, Thomas B., Jr. Paton's Digest: Mr. L . W . Aldrich, of our New York
a digest of legal opinions. (New York, Thirty-ninth Street office, is to be conAmerican Bankers Association, 1926. 2 v.) gratulated upon his success in passing the
Patterson Publishing Company. Ques- New York C. P. A . examination.
tions and Answers Illustrating Restaurant
Operating Costs. (Chicago, Patterson PubMr. C. H . Lee, assistant manager of our
lishing Company, c1927. 144 p.)
Ripley, William Zebina. Main Street Chicago office, recently was admitted to
and Wall Street. (Boston, Little, Brown membership in the American Institute of
Accountants.
and Company, 1927. 359 p.)
Robbins, Carl B. No-Par Stock. (New
York, The Ronald Press Company, 1927.
Mr. R. R. Dobson, of our Chicago office,
228 p.)
also was admitted recently as a member of
Rubber Association of America, Inc. the American Institute of Accountants.
Manual of Accounts and Budgetary Control
for the Rubber Industry. (New York, The
Mr. W. G . LaRue, of our Kansas City
Ronald Press Company, c1926. 257 p.)
office, was admitted recently to member*This is one of a number of books received by the ship in the Missouri Society of Certified
library as a gift from the estate of Mr. C. F. Smith, who
Public Accountants.
was formerly a member of our staff.
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A Challenge to Accountants

CCOUNTANTS, it has been said, with
their fifty years or more of professional
existence have yet to develop a single
fundamental economic principle. The explanation given was that attention has been
focused too much upon individual business
operations and experiences and not enough
upon the underlying principles of which
these are but tangible expressions.
Economics under the old school was
made up chiefly of classical theory and
generalizations. Very little attention was
given to the application of such theory to
practical situations.
Today, the method of approach is
through the observation and collection of
numerous facts, then to measure them,
analyze them, and apply the conclusions
reached wherever they are applicable. The
result is that the new theory depends for
its validity, not upon its true deduction
from given principles, but upon its relevancy as a generalization of existing
facts.
The works of Smith, Ricardo, and Mill
attempted to explain economic life as observed by those men, but they were handicapped by the limited amount of data
available. Economic theory must be revised from time to time since the world

which it endeavors to explain is changing
continually. With the wealth of information which is available today, it should be
possible to make a clearer exposition of
economic principles than has ever been
made before.
For the observation of facts the opportunities of the accountant are unequaled.
The accountant is at all times in close contact with business transactions, the very
foundation of our economic life. His
ability to analyze, his impartial point of
view, further qualify him for the task.
Accountants have not overextended
themselves in the lines of discovery and
research. The doors are still wide open.
Even in the development of the technique
of accounting procedure, specialized studies
of a research nature have had too little a
part. The need for a systematic approach
to the problems of the day increases as our
economic organization becomes more complex. The world is an ever-changing one.
Research is an invaluable aid to proper
adaptation, lest we fall behind in the
general progress of events.
An interpretation of economic theory
which would be understandable to accountants, business men, and others not
specializing in economics, is much to be
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desired. Such a theory will, by its very
nature, have the merit of being in more
direct contact with modern economic life.
Accountants possess the necessary facts.

December

Accountants are in a position to analyze
them. Is this not a challenge that they
shall produce their share of the results of
research?

Uniform Sales Invoices
A R D I Z A T I O N has been one of
STtheA N Doutstanding
characteristics in the

In some organizations hundreds of invoices are received in a day, including
economic development of the United many of different sizes, with differences in
States. For the most part, however, this arrangement and wording, and diversity of
standardization has been confined to the appearance, with the result that the confield of production. Notwithstanding the cern is almost precluded from dealing with
fact that for nearly a decade there have such invoices in any systematic manner.
been in existence uniform invoices of one The excessive time and effort necessary to
kind or another, a glance at a day's receipt check, audit, approve, file, etc., such inof invoices in many of our business concerns voices may be considered an economic
today would indicate that there is still con- waste. Various estimates have been made
siderable room for improvement in the use as to the amount of saving that could be
of standardized forms.
effected with the use of standardized inJohn Smith may render his bill for elec- voice forms. Suffice it to say that there
trical supplies on a white invoice, seven is considerable opportunity to cut down the
inches wide and very long. Bill Jones may expenses attendant upon the handling of
send his bill for repairs on a green invoice, sales invoices.
With this in view conferences were held
six inches wide and four inches deep, ruled
with red lines, and ornamented with fancy under the sponsorship of the National
lettering. The A. B. Machinery Company Association of Purchasing Agents, for the
will have an invoice, of odd size and ex- purpose of standardizing the sales invoice
tremely heavy paper, with pictures of its form. Efforts began in 1919 and in 1921
factories all around the border. William the national standard invoice was adopted
Wong, the laundryman, renders his bill on and recommended for use by several trade
a small scrap of brown paper, the writing associations. In January, 1925, the Divion which is made up of Chinese characters, sion of Simplified Practice of the Departso that only the amount is legible to the ment of Commerce endorsed the national
average person. Not only is there dis- standard invoice form and presented it to
similarity in the size and form of invoices, all branches of industry and commerce as a
but there also is considerable lack of uni- means of eliminating waste in office proformity in the arrangement of the items. cedure. The principal features of this inCustomer's order number may be on the voice form were the standardization in the
left side just below the address in one in- size of the form and the uniformity in the
stance and in another it may be located in arrangement of the information to be
the upper right-hand corner. Add to this placed thereon. The information for the
the partial obliteration caused by the pur- vendor and customer was grouped so conchaser's rubber stamp or rider and it prac- veniently as to eliminate the necessity for
tically is inevitable that the handling of either a rubber stamp or an invoice rider.
invoices should result in some confusion.
The problem of combating the heter-
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ogeneity in style of invoices also was
attacked from another angle. Inasmuch
as in the last analysis invoices are intended
primarily for the use of the customer, certain large corporations, especially railroads,
printed and furnished the forms, known as
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it be adopted generally. The chief difference between the national standard invoice and the uniform invoice was that,
while the former was designed for unit
billing, the latter was prepared for multiple
billing. In this way all shipments for a
F O R C U S T O M E R ' S U S E ONLY

SIMPLIFIED

INVOICE

REGISTER NO.

[YOUR Name, Address and Trademark Go Here]
CUSTOMER'S
ORDER NO. & DATE

REFER TO
INVOICE NO.

REQUISITION NO.

INVOICE DATE

CONTRACT NO.

VENDOR'S NOS.

SOLD
TO

19

SATISFACTORYANDAPPROVED
ADU
JSTMENTS

SHIPPED TO
AND
DESTINATION
DATE SHIPPED

FROM

CAR INITIALS AND NO.
HOW SHIPPED AND
ROUTE
TERMS

F. O. B.

NOTE: In case of multiple billing, provide column here for order numbers.
If not so used, this space may be added
to the width of the other columns.

QUANTITY

PREPAID OR COLLECT?

FINAL APPROVAL
DESCRIPTION

UNIT P R I C E

AMOUNT

Facsimile of Simplified Invoice Form
Endorsed by the Division of Simplified Practice, Department of Commerce, Washington, D. C ,
after the unanimous agreement of Committees representing both National Standard and Uniform
Invoice Forms, February 16, 1927. Users of either Standard or Uniform Invoice Forms are requested
to adopt the Simplified Invoice Form when the supply of their present forms is exhausted.

NOTE: To Conform to Standard

"Customer's Use" block must be exactly as shown.
Designations must all be shown.
Sequence and position of designations must be as shown.
Sizes—8½" from side to side.
7"
11" from top to bottom.
14"

Optional for User's Convenience.

Size and arrangement of space for vendor's name, address, trade mark, etc, may be
changed as desired.
Spacing both horizontal and vertical, to left of "Customer's Use" block, may be
changed as desired,
"Shipped To and Destination" may be arranged for window envelope.
"Quantity","Description","Price" and "Amount"columns may be subdivided as desired.
Invoices to retailers should provide a column ft" wide to the right of the "Amount"
column and headed "For Retailer's Use."

"customer invoices," which were to be
used in rendering bills against them. A l though this procedure still is used by a
few governments and institutions, should
the practice become widespread, it would
become a nuisance to vendors.
The national standard invoice encountered competition when in 1925, as the result of many months of study, the Ford
Motor Company brought forth an invoice,
called the uniform invoice, and urged that

single day, regardless of their order number, would be listed on a single invoice,
thus reducing the number of papers to be
handled by both the shipper and customer.
It also had a slight advantage in the
further simplification in the arrangement
of the vendor's and customer's information.
This invoice became quite widely used in a
comparatively short length of time.
The resulting situation was that at the
beginning of the present year there were
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two uniform sales invoices competing with
each other, the national standard invoice
and the uniform invoice. Since both invoices were being advocated with the same
objective in view, it seemed desirable to
unite forces in the support of a single invoice. For this purpose a conference was
held in Washington on February 16, 1927,
with representatives of both the national
standard and the uniform invoice present,
which resulted in the adoption of the
simplified invoice shown on page 91.
The simplified invoice combines the advantages of both its predecessors. It is a
two-zone invoice, that is, all the items to
be filled in by the shipper are conveniently
grouped in a single zone and all the information for the customer's use is concentrated in a customer's zone in the upper
right-hand corner. The invoice is designed
to meet the requirements of both unit and
multiple billing. Those concerns employing multiple billing will provide a column
on the left for order numbers. In the case
of unit billing, this space may be added to
the width of the other columns. The
shipper's zone is arranged so that window
envelopes may be used. The invoice is
designed to be 8 ½ inches wide and 7, 11,
or 14 inches long. In this way it may be
cut from standard-sized stock without
waste of paper.
The benefits from the use of the simplified invoice are such that the more the invoice is used, the greater will be the saving.
Savings by way of reduced costs will accrue to both vendors and purchasers. The
very fact that each item has the same
location on every invoice is an aid in checking, let alone the fact that the information
is grouped in a convenient manner. There
would be a saving of time in filing, finding,
and handling of invoices while being
checked, which also would result in a saving
of salaries in clerical personnel. There
would be a saving of filing equipment
through uniformity of size. On the as-
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sumption that all necessary information is
included on the form itself, correspondence
would be reduced to a minimum. The
possibilities of misunderstandings and inconveniences arising also would be less.
It might even be said that the volume of
litigation which is so prevalent today
would be lessened materially, if all concerns used the simplified invoice.
There will be additional advantages for
those concerns which bill several orders on
a single invoice rather than to use a
separate invoice for each purchase order.
Multiple billing brings about a saving in
paper through a reduction in the number
of invoices and the corresponding duplicates and carbons; a saving in the cost of
typing, including wear and tear on the
typewriter; and a saving in postage. To
the purchaser it means less time for examining, sorting, checking, and posting and
also a saving in filing equipment.
The adoption of the simplified invoice
will not be without disadvantages. Individual concerns will have to make slight
sacrifices here and there to adopt the invoice in its entirety. However, the advantages to industry as a whole should
exceed greatly any individual handicaps.
The adoption of the uniform sales invoice is a move in the right direction. But
standardization, unless properly controlled,
may hinder rather than aid progress. For
this reason it has been decided to review
the situation at the end of two years to see
if any further changes need to be made in
the simplified invoice.
The uniform bill of lading was the first
major step in the standardization of forms.
Standardization of the sales invoice is fully
as important. Other forms for which
efforts toward standardization have been
made are the purchase order and purchase
inquiry form. As long as standardized
forms mean increased efficiency and lower
costs, everything possible should be done
to hasten their adoption.
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Styles in No-Par Stock Laws
B Y JOHN R . WILDMAN

of Haskins & Sells

S

T Y L E S in no-par stock laws bid fair
to become as distinctive as those of
women's dresses or of men's clothing.
Figuratively speaking, the Delaware style
is smart, chic, and daring; that of Wisconsin is old-fashioned, high-necked, and
conservative.
Translated into appropriate language,
the Delaware law might be said to permit
anything which finance, high or low, may
see fit to undertake. The Wisconsin law,
with slight qualification, sanctions nothing
but practices approved by sound economic
doctrine.
It is axiomatic of economic theory that
dividends may not be paid out of capital.
This proscription has been written into the
statutes of many states. The principle
has served as a basis for judicial decisions
on various occasions. The principle has
been respected by Wisconsin. It has been
ignored by Delaware in framing its most
recent law governing the issuance by corporations of shares without par value.
The Delaware law permits both preferred
and common shares to be issued without
par value. It permits the consideration
received for shares to be apportioned between capital and surplus. Dividends
may be paid out of any surplus, and surplus is defined as the excess of assets over
liabilities and capital stock. Depletion,
under certain circumstances, need not be
taken into consideration in determining
net profits available for dividends. These
are the salient features of the law.
The contrast with the new Wisconsin
law (July, 1927) is marked. "Any corporation . . . may issue shares of stock
(other than stock preferred as to dividends
or preferred as to its distributive share of
the assets of the corporation or subject to

redemption at a fixed price) without
any nominal or par value."
"The amount of all moneys and the
money value of any services or property
paid for shares without par value as fixed
at the time of the issuance of the shares
therefor by the organizers, the directors, or
the stockholders, whichever shall have
fixed the price for the issuance thereof,
shall constitute the capital applicable to
such shares, which capital may not be
diminished by the payment of dividends."
"No dividend shall be paid by any corporation until at least fifty per cent. of the
authorized capital stock has been fully
paid in, and then only out of net profits
properly applicable thereto, and which
shall not in any way impair or diminish
the capital . . . But any corporation which
has invested net earnings or income in
permanent additions to its property, or
whose property shall have increased in
value, may declare a dividend either in
money or in stock to the extent of the net
earnings or income so invested or of the
said increase in the value of its property;
but the total amount of such dividend
shall not exceed the actual cash value of
the assets owned by the corporation in
excess of its total liabilities, including its
capital stock."
Careful reading of the quotations will
show them to be highly satisfactory from
the point of view of sound procedure, except with respect to permitting the declaration of cash dividends based on an increase
in the value of property. The two sections
relating to dividends conflict. First, it is
stated that dividends may be paid only
out of net profits. Then they are permitted out of an increase in the value of
property, suggesting that the phraseology
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of the law may have been the subject of
late conference and that the second section
was compromised without due regard for
what had preceded it. A t any rate it
seems apparent that it was not the intent
of the liberal element, which attempted
to break through the crust of conservatism,
to permit the arbitary writing up of property values for dividend purposes, inasmuch as the new amount assigned to the
property may not exceed the actual cash
value. And the task of fixing actual cash
values is not an easy one.
Outside of the foregoing criticism there
appears little in the new Wisconsin law
to which one may object. On the other
hand there is much to commend. In addition to the points mentioned there are
several logical provisions relating to shares
without par value. One of these provisions
has to do with cases in which shares of
stock constitute the consideration received
for no-par shares issued. In such cases,
if the shares received represent an existing
business then having a surplus, such surplus may be retained as a surplus available
for the payment of dividends. Stated
differently, the amount of the consideration
may be divided into two parts corresponding to the capital and surplus of the company whose shares were received, and the
two parts credited to the capital and surplus, respectively, of the corporation issuing the no-par shares. Obviously, this
provision is intended to apply to cases of
merger and consolidation and not to the
acquisition of miscellaneous shares carried
as investments.
Another intelligent provision relates to
no-par shares sold by a corporation which
has accumulated a surplus. Hasty reading
may convey the impression that the treatment authorized is in conflict with economic
theory which prevents a division of the
consideration received; part of the consideration being credited to surplus. While
this may be true in a sense, the justice in
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the procedure should be apparent upon
reading the quotation from the statute.
The law recognizes the possibility of selling an interest in surplus as well as in
capital and provides as follows: "Or in
case said shares without par value are sold
by a corporation which has accumulated a
surplus, such portion of the price as shall
bear the same proportion to the total price
as the surplus bears to the total of capital
and surplus of the corporation, may by
resolution of the board of directors adopted
prior to the sale of such stock be treated
as surplus available for dividends."
Here is a provision which literally sanctions the payment of dividends out of a
part of the consideration received for capital stock. But the effect is to equalize
the interests of old and new shareholders in
both capital and surplus and the provision
is equitable if not strictly orthodox according to commonly accepted principles.
One further point in the Wisconsin law
is worthy of mention. It relates to stock
dividends and no doubt will be comforting
to accountants who feel that the declaration of a stock dividend in no-par shares
should be accompanied by a transfer from
surplus to capital. "In the event of the
payment of a stock dividend in stock without par value, the resolution providing for
such dividend shall specify the amount of
the surplus distributed by such dividend
and such amount shall become capital."
This seems to take for granted that a
stock dividend in the form of no-par shares
affects surplus.
Such assumption is
scarcely warranted if one takes into account the nature of no-par shares. The
characteristic of no-par shares which distinguishes them from par shares is their
acknowledged share interest in surplus.
A stock dividend merely increases the
number of shares outstanding and decreases the amount of interest in capital
and surplus per share. It cannot be conceded that a stock dividend of no-par shares
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justifies a transfer from surplus to capital,
thus impounding some part of the surplus.
It would be possible, and perhaps not inconsistent, to declare both a stock dividend
and a cash dividend at the same time,
provided a corporation had a surplus which
would justify the cash dividend. Likewise, a stock dividend could be declared
without any surplus.
The criticisms herein are not intended
to discredit in any way the Wisconsin
statutes relating to shares without par
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value. That law is believed to be as good
as any which appears on the statute books
in this country. Probably it is better on
important points than most of the statutes.
It will be interesting to watch the progress
of no-par legislation. And it remains to
be seen whether new laws and any amendments to existing laws will follow the style
of Delaware, or of Wisconsin, or of Ohio
which at first glance seems more like
Delaware, but upon careful analysis proves
in effect to be more like Wisconsin.

The Dawes Plan

A N Y problems of considerable magnitude confronted the nations of the
world at the close of the Great War in
their efforts to regain normality and in
arranging the settlement of various matters. One by one these were disposed of as
the years went by. Probably the two
questions which will be with us the longest
for discussion and debate are those of
interallied debts and Germany's reparation
payments. The solution to both of these
is of vital concern to the welfare of the
United States.
With the adoption of the Dawes plan
in 1924, substantial progress had been
made with respect to the reparation debt.
Certain matters were agreed upon and a
tentative program mapped out for the annual payments Germany was to make. A t
that time, and until the present day, there
has been some doubt as to the efficacy of
the plan. One school of thought, which
has always had a more or less popular
following, is of the belief that it is economically impossible for the debt payments to
be made and, therefore, favors cancellation
either in whole or in part. So far, Germany has been able to meet its annual
payments of increasing amounts each year,
as specified under the plan, but a crisis is
expected in 1928 when the maximum of
$625,000,000 a year first goes into effect.

Mr. George P. Auld, of our New York
Broad Street office, has written a book
recently entitled "The Dawes Plan and the
New Economics" (Doubleday, Page &
Company) which presents a practical view
of the situation and takes exception to the
thought expressed by many theoretical
economists. M r . Auld served during the
war as chief accounting officer of the
United States Navy. In 1919 he was
attached to the American Commission to
Negotiate Peace as an assistant financial
adviser. From 1920 to 1924 he was Accountant General of the Reparation Commission and in the latter year he assisted
Mr. Owen D . Young in installing the
Dawes plan. He has been associated with
Haskins & Sells since March, 1924.
Just as the economists who thought a war
of the magnitude of the late war impossible
were wrong, so Mr. Auld believes that those
economists who predict that the Dawes
plan will break down because of Germany's
incapacity to pay and who believe that the
mechanics of exchange will prevent the
transfer of the reparation payments to the
creditor nations, also are mistaken. As
for the safety of American foreign loans,
Mr. Auld states further that there is no
need for worry, so long as each loan is
sound in itself. "The Dawes Plan and the
New Economics" expresses an optimistic
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attitude toward the success of the Dawes School of Commerce and Finance which is
plan and concerning Germany's ability to being organized at Cascia Hall, Tulsa,
pay her reparation debts.
Oklahoma. Cascia Hall is one of a number of schools operated by the religious
order
of Augustinian Monks.
The Alumni Reunes
R. A R T H U R M A C A R T H U R LOVIMr. T . V . Barb has accepted an invitaBOND was the attraction which
tion
to become associated with Northbrought together a number of old-timers
eastern
University during the coming year
at Keen's Chop House, Saturday evening,
in
the
capacity
of instructor in corporation
November 5, 1927. Frank McNally was
accounting.
Northeastern
University conmaster of ceremonies, egged on by one
ducts
evening
schools
of
commerce and
S. George Hay.
The occasion was designed to celebrate finance in Providence and other cities in
Mr. Lovibond's visit to his home shores New England under the direction of the
after an absence of several years in Europe. Y . M . C. A .
The party was a huge success. The reMr. C. C. Croggon has been elected a
freshments were delicious. Good-fellowtrustee
of the Maryland Association of
ship pervaded the gathering. The afterCertified
Public Accountants.
dinner remarks were reminiscent, and
choice from the point of view of oratory.
Mr. T . V . Barb attended the Third New
In many respects the party resembled a
reunion of Haskins & Sells alumni. Gage England Conference at Springfield, MassaHills was there, looking well and happy. chusetts, on November 17 and 18, as a
Fred Clark, slightly more rotund than of delegate of the Town Criers of New
yore, seemed to be having a good time, England.
but left early. A . T . Johnston looked the
Mr. P. P. Rossman recently acquired the
part of a Captain of Industry, which he is,
notwithstanding the fact that he is en- C. P. A . certificate of the State of Penntitled to be called "Major," which he sylvania.
wasn't. W . H . Masterson, of baseball
fame, turned up from New Jersey where he
Mr. R. W. Peters was admitted recently
"practices" insurance. Others, who no as a member of the American Institute of
longer are footing cash books, were J . H . Accountants.
Ostberg, J . W. Patton, and John Sanderson.
The remainder of the assemblage comMr. T . N . Moir, of our New York
prised J . W. Crowell, H . S. DeVault, D. H . Thirty-ninth Street office, also was adFetherston, J . H . Garrison, J . C. Heffer, mitted recently as a member of the AmerJ . M . Brennan, J . D . Anglin, E . T . Dissos- ican Institute of Accountants.
way, H . S. Frost, H . A . Hall, A . W. Kritzberg, N . A . Nelson, T . S. Parker, A . H .
An article by M r . H . W . Ellis, of our
Carter, C. E . Morris, W . H . Bell, L . E .
New York Broad Street office, on "Interest
Palmer, and J . R. Wildman.
on Investment, Rent, Taxes and Depreciation on Factory Buildings, as Factors in
News Items
the Cost of Production" appeared in the
Mr. J . A . Padon is to be congratulated Certified Public Accountant for October,
upon his appointment as Dean of the 1927.
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